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BARBER BURNERS 


Assure Direct Concentrated 
Flame Application 


A furnace or boiler primarily designed for burning solid fuel has 
a relatively short “heat travel" in its flues, or heating surfaces, 
which heat the air or water as the case may be. The thoroughness 
with which heat from burning gas can be immediately transmitted 
my to these walls of the heating unit, rather then to the stack or 
lainey. determines efficiency and economy in a conversion burner in- 
stallation. The higher the temperature of the flame, and the more direct 
its application on the side walls of the heating appliance (as is the case 
with Barber Conversion Burners) the closer the efficiency and economy of 
the installation parallels that of an original gas-fired heating plant. Famous 
patented Barber Jets produce an intense 1900° air-activated flame. 


For change-over to gas fuel on 
r conditioning, warm air, or 
eam, Barber is the one con- 
rsion burner that assures prac- 
ally perfect combustion on 
tural, manufactured, Butane- 
opane, or bottled gas. Gas 
pmpanies have found that relia- 
e and economical performance 
Barber Burners has resulted in 
higher percentage of success- We, GS Suter Gamer 
| installations than with any 
her burner. 


Barber Conversion Burners are 

ble ina lete range of 
types adh sizes for all round or 
oblong furnaces and boilers, and 
all models are easily and properly 
a to grate sizes. Listed 

- G. A. Directory of Approved 
yp RS g Write for New Cata- 
log and Prices on Conversion 
Burners, Appliance Burners and 
Regulators. 
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BARBER 227245 BURNERS 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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A Breaks of Distorts we Baa Nea will FF, millions of wrenches that stay on the 
job. A housing that’s a sort of mir- 
acle of design and alloy-metal be- 
cause it won’t warp or break. No 
“out for repairs,” no repair expense, 
fewer “spares” needed: That remark- 
able housing assures you also an ad- 
justing nut that always spins freely 
to size, never binds. Safe chrome- 
molybdenum jaws, replaceable, 
handy pipe-scale on hookjaw. The 
wrench that costs practically nothing 
for upkeep, outstandingly popular 
with men who know fine tools. Ask 
your Supply House. . . today! 


THE RIDGE TOOL COMPANY 
ELYRIA, OHIO 


Fel Gelb PIPE TOOLS 


In use all over the world 
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U NLEss all signs fail and some unforeseen 

miracle of international portent happens, 
1942 is not likely to be a very happy New Year. 
It certainly will be a scrappy New Year. But 
this cloudy outlook does not prevent us from 
wishing all our friends the usual compliments 
of the season. Probably the most sincere hand 
clasps that are ever exchanged are 'those of 
soldiers about to go “over the top.” The shared 
cigarette, the parting salute, the last friendly 
joke are symbols of a courage in the future 
that will not be downed. They are a symbol 
of a conviction that the day will come when 
it will be possible to wish happiness to another 
with the reasonable expectation that it will 
be fulfilled. 


Sucu is our status today. America is about 
to go “over the top,” to use the phrase of 
World War I. We all have our own parts in 
this mission—civilian as well as military. And 
so we are able to say with a very straight face, 
“Happy New Year.” And we mean it as we 
never meant it before. 


THE declaration of a state of war between 
the United States and the Axis powers places 
upon the utility industry a grave responsibility 
to keep the wheels of production turning. It 
places upon those in charge of utility regu- 
lation, both state and Federal phases, an equal- 
ly grave responsibility to see that the wheels 
of production are not slowed up by external 
pressures of unnecessary interference. 


Boru of these responsibilities, which are but 
opposite sides of the same coin of public serv- 
ice during a war emergency, are just as im- 
portant as those of the Army and Navy. There 
must be no turning back, no faltering, no hesi- 
tation. Past differences over foreign policies 
are now water over the dam. America’s course 
is set-—immutably. 


¥ 


IKEWISE, there must be a moratorium, or at 
least an adjustment, of differences over 
domestic policies affecting utility regulation. 
Rivalries of the public ownership issue, the 
bickering over regulatory reforms, and the 
few remaining rate case disputes should cease. 
To the extent that they are continued, to the 
same extent will the strength of the American 
utility industry, so vitally needed at this time, 
be drained and dissipated in the fruitless field 
of controversy. There is a full-sized job ahead. 
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HERBERT CURLY 


We may yet witness ration cards for utility 
service, or a reasonable facsimile thereof. 


(SEE Pace 3) 


Regardless of good intentions, futile distrac- 
tions from the ultimate objective, under these 
circumstances, can come pretty close to the 
category of sabotage in extreme cases. 


WE know that we must pursue this course 
to the end, without stint, because our enemies 
are sworn to an opposite course against us. 
It would be dangerous folly, for example, to 
cherish the hope that Japan might give up 
after a few setbacks or sue for a compromise 
peace as the result of a mild attempt at Pacific 
blockade. Japan, by the very nature of its or- 
ganization, is dedicated to hold to her course 
even though it means her own destruction. Or, 
to put it in less polite American fashion, a 
nation which lives on its face has to be knocked 
on its rear before it will let go of its chosen 
policy. The same goes for our enemies on the 
European continent. 


Comune back to our utility industries, there 
will doubtless continue to exist differences of 
opinion over the settlement of regulatory is- 
sues, even though ail sides agree that some 
settlement should be reached and reached 
promptly. As usual, the wisest course would 
seem to be the middle course. The middle 
course, in this instance, might lie in the use 





MORE ELECTRIC HEAT 


Sure our power 
bill went up suction 


bit 


but_look what those CHROMALOX 


ELECTRIC HEATING UNITS 
did for our production!’ 


Industry is hungry for new production ideas—partic- 
ularly if they can be applied quickly and easily. It's 
your chance to help boost defense production. 

Take the shop that wants to expand, but has 
limited boiler capacity . . . Or requires closest tem- 
perature control of process heat, to insure uniform- 
ity of product... Or wishes to install a new, better 
plastic molding process requiring higher tempera- 
ture than their present heating method will supply 
. . . Or desires simply to relocate some department 
using heat, to streamline their production 


ELECTRIC HEAT SERVES Chromalox electric heating units are the simple 
QUICKLY BUILT DRYING OVEN answer to all these and many more situations, and 


A aeiaeesaaciel. « saan Chromalox engineers will cooperate with you in de- 
drying oven. The power com- veloping this valuable function of electric power 
pany and the Wiegand repre- among your industrial customers. 


sentatives quickly worked out Available in units of all required types for any industrial 
the above arrangement, com- heating need to 1000 deg. F. Fully described in the Chromalox 
prising a Chromalox blower type Book of Electric Heat, on request. 


air heater installed at the bot- EDWIN L. WIEGAND COMPANY 
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of the “freezing” device, a popular prescrip- 
tion these days in settling all sorts of trouble- 
some ailments, such as union labor problems, 
price and wage inflation, and so forth. 


Tue REA has taken a commendable step in 
this direction in its recent decision to codperate 
with the Office of Production Management and 
conserve scarce materials for more important 
uses by commencing no new rural electrifica- 
tion projects. (See page 50.) But what can we 
say of the proposal pending in the House of 
Representatives to have the RFC finance the 
purchase of private utility properties by mu- 
nicipalities ? 


ONE can see good reason and purpose in 
many new appropriations for increased pro- 
duction of publicly owned systems, such as 
TVA, in places where more power is needed 
for defense work. But the proposal to use 
Federal financial resources to underwrite a 
mere change of ownership of existing utility 
properties, would not result in the production 
of a single additional kilowatt hour. It is appar- 
ently a public ownership campaign, pure and 
simple. Hence it would seem to be a fair ques- 
tion whether there are not better and more 
productive uses for such Federal funds at 
this critical time. 


¥ 


the field of regulation, there are also op- 
portunities for applying the “freezing” 


process. There is little doubt that drastic en- 
forcement of holding company integration 
programs can result in bothersome distraction 
of utility management at a time when there 
is so much more pressing work to do. On the 
other hand, the SEC has a law to enforce and 
























FERGUS J. MCDIARMID 


Will the war make any difference in the valuc 


of utility holding company securities? 
(SEE Pace 21) 
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its statutory responsibility cannot be written 
off by its own say-so. 


FINALLY, there is the over-all importance of 
a different sort of regulation which is looming 


‘bigger and bigger on the Washington scene 


with every passing hour—the regulation of 
materials and supplies by the Office of Pro- 
duction Management. This new regulation will 
require a different brand of codperation from 
the utilities—perhaps more intensive research 
and paper work than conventional utility regu- 
lation ever did. 


It is up to the utilities, for example, to let 
OPM know how little of what kind of scarce 
materials it can get along on without endanger- 
ing the maintenance of essential public service. 
It is up to OPM to make delicate decisions 
that will be required in the rationing of both 
materials and services between defense and 
civilian needs. The opening article in this is- 
sue, by our Washington correspondent, HEr- 
BERT CorEY, deals with this timely subject. 


¥ 


QUALLY timely, in determining balance be- 
E tween permissible reform and defense ne- 
cessity, are the other two feature articles in 
this issue. ANDREW BARNES, Washington news- 
paper man, discusses the progress of the St. 
Lawrence seaway power proposal through 
Congress. Fercus J. McD1arm1, Indiana in- 
surance executive, completes his 2- -part dis- 
cussion of the values existing in holding com- 
pany securities (page 21). 


cs 


MONG the important decisions preprinted 
from Public Utilities Reports in the back 
of this number, may be found the following: 


Tue Securities and Exchange Commission 
has indicated that the existing debt of a cor- 
poration going through reorganization may 
not be controlling with respect to the applica- 
tion of the standards of § 7 of the Holding 
Company Act to the issuance of trustees’ cer- 
tificates, where trustees are appointed by the 
court and the certificates are to provide cash 
to effect the settlement of Federal tax claims; 
but earnings and assets from which such cer- 
tificates can be expected to be paid must be 
considered. (See page 11.) 


CHAIRMAN Peterson of the Wisconsin com- 
mission recently criticized, in a dissenting 
opinion, the procedure of extending telephone 
lines into an area being served by another tele- 
phone company without giving the required 
notice. (See page 45.) 


THE next number of this magazine will be 
out January 15th. 
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“There never was in the world two opinions alike.” 
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“In England they knight men for succeeding in busi- 
ness. Over here we investigate ’em.” 


* 


“American democracy does not mean equality of status. 
It means equality of opportunity.” 


» 


“The administration makes men suspicious even of the 
national emergency by using it as cover for a special 
New Deal brand of economic revolution.” 


v 


“We [in the Interior Department] are staunch and 
fighting friends of reclamation, and we are staunch and 
vigorous advocates of public power development.” 


sd 


“There is a fallacy in the theme of saving electricity. 
It is music to the ears of those selling competitive fuels. 
We must be watchful that it does not take hold.” 


a) 


“The planning, construction, and control of these west- 
ern water-power projects should be lodged in the Depart- 
ment of the Interior and kept in the Department of the 
Interior.” 


¥ 


“c 


. so long as I am chairman of the commission 
[FCC] decisions are going to be made upon their merits 
and not in accordance with purely political influence, 
threats, or coercion.” 


“A business that goes silent now is likely to come out 
of the ‘unlimited emergency’ a dead business. . . A com- 
pany may hold the jobs for its men in uniform but the 
consuming public will not hold open the company’s job 
of supplying it.” 

ye 


“The great iliusion of the defense program, which an- 
imates other groups of the population as well as farmers, 
is the belief that it can be used as a vehicle to better their 
own position. Attempts to use it for that purpose en- 
danger the welfare of everyone.” 
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“There is . . . need for a great new program of rural 
electrification. Two-thirds of our rural population are 
still living in the oil-lamp age. There is plenty of room 
here for government and utilities to work together in 
bringing electricity to the farms.” 


» 


“Brushing aside every other consideration, I cling to 
the stubborn conviction that there is now no conflict basic 
enough in the whole range of our complex social and 
economic behavior to justify even a single day’s loss of 
production in the implements of offense and defense.” 


¥ 


“Inherent in the most liberally written loan contract. 
there must be the right of foreclosure. So, in government 
loans and advances there is inherent the threat of govern- 
ment ownership. Government operation, with jobs and 
wages dependent upon political favor, would be the next 
step.” 

ba 


“T am certain that Congress in passing the -Public 
Utility Holding Company Act, a measure designed to 
break up the large holding companies, never envisaged 
that the day would come when small investors would 
be frozen out of high-grade investments through the 
SEC’s interpretation of the powers granted it under this 
act,” 


¥ 


“There is need for promotion and selling both now 
and for the future. That is American business and indus- 
try’s prescription for the future. If we follow it we—all 
of us in America—can come out on top. If we don’t, 
then later we may have to reach up on the shelf for the 
headache powders labeled ‘WPA’ and ‘PWA’.. .” 


¥ 


“There is a point at which the least fortunate among 
us simply cannot be asked to do more. Nevertheless, both 
price considerations and government fiscal considerations 
make imperative a new tax program that will be as 
sweeping as possible and as productive of revenue as it 
can be made without creating severe hardships or danger- 
ous disturbances of our economy.” 


¥ 


“Americans have been thankful for Grand Coulee dam 
because during the depression years it consumed the 
energies of labor from coast to coast. We now have 
additional reason to be satisfied with this great public 
work, The construction of the dam kept skills bright 
and factories in readiness for the emergency now con- 
fronting us. The completion of the power-house meets 
just in time the rising curve of our need for energy 
for defense.” 











METAL ENCLOSED BUS \ 


R&IE bus provides individual housings 
for each conductor with air space be- 
tween-thus preventing interphase shorts 
and limiting any trouble to ground faults. 
The air space also promotes cooling. 


R&IE bus provides ample strength to 
resist short circuit stresses. These 
stresses are taken by the mounting 
frames in which the insulators are sub- 
jected to compression loading only. 


R&IE bus covers are housings only and 
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not strength members. These housings 
can be gasketed to keep out dirt and 
moisture. 


R&IE bus can be mounted on floor, wall, 
or ceiling and is readily fitted to a struct- 
ural steel mounting. 


R&IE bus can be installed, aligned, 
adjusted and tested, and then the hous- 
ings put on. Conversely the housings 
can be taken off for inspection by re- 
moving a minimum number of bolts. 


R&IE bus can compete in price and in 
low cost of erection with any other type 
of bus structure and also give ihe above 


distinct advantages. 


RAILWAY ano INDUSTRIAL ENGINEERING CO. 


GREENSBURG, PA. . . 





In Canada, Eastern Power Devices, Ltd., Toronto 
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You're right, nde lady! The Egry Speed-Feed would 
have saved the 2485 boxes of carbon paper that went into 
the waste basket. The Speed-Feed converts any type- 
writer into a billing machine in one minute ... steps up 
the output of typed forms per day 50% (even more)... 
and eliminates the use of costly, wasteful, pre-inserted 
one-time carbon forms! 


Yes, a user of the Egry Speed-Feed 
and 50,000 five-part 84,” x 11” Egry © 
Continuous Printed Forms per year 
saves 2485 boxes of carbon paper an- 
nually. In dollars and cents that sav- 
ing will more than pay for the use of 
the Speed-Feed for a century or more! 
Literature on request. Demonstration 
in your own office without obligation. 


Address Dept. F-11. yar, ie ; 3 ZF 


EGRY SPEED-FEED 


The EGRY REGISTER Company 
Dayton, Ohio 
SALES AGENCIES IN ALL PRINCIPAL CITIES 
The Egry Register Co. (Canada) Ltd., King and Dufferin Streets, Toronto, Ontario, Canada 
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MODERN STEAM GENERATING UNITS 


AWAPOLIS POWER & 
INDNIGHT COMPANY 


ding St. Station 
Hc poe Indiana 
Capacity—400,000 lb per hr 


“an Pressure—??> \ 
vefel Steam Temperature—900 F 
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The sectional elevation at the right 
shows the C-E Unit now under con- 
struction for the Harding St. Station 
of the Indianapolis Power & Light 
Company. . 


C-E equipment includes a V3 Boiler, 
Water-Cooled Furnace — Slagging 
Type, Tangential Burners and Elesco 
2-Stage Superheater. Air heaters are 
the Ljungstrom regenerative type. 


This unit comprises the steam gener- 
ating equipment now being installed 
as part of the planned expansion of 
facilities at this plant. The work is 
under the supervision of Gibbs & 
Hill, Inc., Consulting Engineers. 


ee @ 

Many of the most notable steam generating units 
of the present day have been designed by Com- 
bustion Engineering. They include eight of the 
ten units in the world which are capable of 
producing 1,000,000 1b. of steam per hr.; also 
the boilers most recently installed in the world’s 
largest utility, industrial and central heating 
plants. 



















C-E Products include all types of 
BOILERS © FURNACES ® PULVERIZED FUEL EQUIPMENT ® STOKERS 
SUPERHEATERS ® ECONOMIZERS ® AIR HEATERS 


OMBUSTION & ENGINEERING 


200 MADISON AVENUE, NEW YORK, N.Y. 


A-632 
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DAVEY TREE TRIMMING SERVICE Wilson, Herring and Eutsler’s 


PUBLIC UTILITY 
REGULATION 


~ y/ 571 pages, $4.00 

JOHN DAVEY N analysis of the nature, extent, and problems 
Founder of Tree Surgery public utility regulation in the United Sta 
with emphasis upon the expanding role of the Fed 

= Government in the regulation of public utilities, 

A War Service activities in undertaking power projects and 
moting rural electrification, and the issues invol 
in governmental ownerships. The well-rounded tre 
ment and critical viewpoint will be of aid to all 
are interested in evaluating the present status 
tree trimming service. The best public utility regulation, its strengths, weaknesses, 4 
is the best buy. Be wise. Play significance for privately-owned industry. 


safe. 


It's vital now to keep your lines 
free from tree interference. For 
tried dependability use Davey 


Order from 
Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, OHIO Public Utilities Reports, Inc. 


D AV E Y T & E E b) E R Vv { C E Munsey Bldg. Washington, D. 


























Check OF BTU CONTENT AT ANY POINT 
SG o—_— ALONG THE LINE WITH 


— CONNELLY CALOROPTIC 


4 the peak loads imposed by present day produc- 
tion schedules, close control of BTU content is essential. 

The Connelly Caloroptic provides constant visuai read- 
ing in BTU without any log, corrections or calculation. It 
can be installed in a permanent position or used portably, 
making it a simple matter to make spot checks of BTU 
value at any point in the manufacturing and distributing 
system. 

This constant visual indication of BTU content results in 
increased production, protecting against excessive varia- 
tions in gas quality. In actual use in leading gas plants of 
the country, the Connelly Caloroptic has proved conclu- 
sively that direct savings effected by its use will pay its 


initial cost many times during the first year. f 
Write for 


illustrated bulletin 


C 0) \ \ E L ij edie : gaat tidy 
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—the battery that serves the nation 


ASKS of grave importance, of tremen- 
dous responsibility, are being assigned to 
Exide Batteries today. In the nation’s 
bilitary forces — in the Army’s mechanized 
ivisions, in the air force, and in the Navy 
Exides have been entrusted with functions 
which no battery dares to fail. 


service to industry for over half a century. 
Their use in our mines and manufacturing 
plants, our railroads and communication 
systems, our steamships and utility com- 
panies, is no less a service to our nation than 
that which they have rendered and are 
rendering our armed forces. 


Specify an Exide, secure 


Nor will they. For into y 
e Exide Batteries that serve in the knowledge that it will 
ur armed forces is built the XI € not fail you for whatever 


hme dependability that has 


purpose you require storage 


aracterized them in their BATTERIES battery power. 


THE ELECTRIC STORAGE BATTERY COMPANY 


The World’s Largest Manufacturers of Storage Batteries 
for Every Purpose 


PHILADELPHIA 
Exide Batteries of Canada, Limited, Toronto 
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FOR UNDERGROUND P 


IPE LINES 
avy 








HE PERMANENT character of 
the Durant Insulated Piping 
System is not based solely on the 
design of the factory-fabricated 
units. Full consideration has been 


given to the varied requirements insulated joints are being sealed 


of field assembly. The accompany- with asphalt a full inch thick. 
ing installation photographs of a 


two-pipeline anchor are illustra- 
rae nat adaptability in mass concrete to provide the 
ee inexpensive, effective anchor 


In the large illustration, the two shown above. 


After pouring, the pipes with steel 
anchoring channels are encased 


Send for the Ehret D.I.P. Booklet. It contains full informa- 
tion on this modern system of underground insulated piping. 


EHRET MAGNESIA MANUFACTURING COMPANY 


VALLEY FORGE + PENNSYLVANIA 


DISTRIBUTORS IN ALL PRINCIPAL CITIES 
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WHO PAYS FOR THE WATER 











EAKY fixtures on the consumer's property have 
long been a trial to waterworks men. The big 
leaks, such as faulty toilet valves, are easily register- 
by any water meter in fair condition. These leaks 
the consumer quickly corrects when the first water 
bill arrives. 


But the little leaks, those of % g.p.m. or less, 
usually go unnoticed, since the average domestic 
meter will not measure them with any satisfactory 
degree of accuracy. Little drops of water accumulat- 
ing over a period of time will amount to a surpris- 
ingly large volume. Who pays for this waste?—the 
water plant, of course, in the form of increased 
pumping, filtration and treatment costs. 





Small leaks of water become big leaks in revenue. 
Pittsburgh IMO Meters, through their ability to con- 
sistently measure these trickles of water, are materi- 
ally increasing revenues in thousands of waterworks 
systems the country over. These meters can be trusted 
| to produce the maximum return from any and all 

services, even after millions of gallons have been 

measured. They always operate quietly, last longer 
‘ and require fewer repairs. They cost less because 
| they measure more. 
| 





PITTSBURGH EQUITABLE METER COMPANY 
wewvoak paulas ~MERCO NORDSTROM VALVE COMPANY ‘ansascy sears 


Leryposceted Main Offices, Pittsburgh, Pa. 


MOUSTON 
DES MOINES CHICAGO SAM FRANCISCO «COLUMBIA 


ements = soston NATIONAL METER DIVISION, Brooklyn, N.Y. os ancsiss  surraio 
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Save ... with rugged all-steel 
Kinnear Rolling Doors that coil 
out of the way above the opening! 

















Put Kinnear Money-Saving Doors In Your Plant! 
It’s easy to see why the coiling, upward action of Kinnear Rolling 
Doors saves you money. Kinnear’s rugged all-steel curtain of strong, 
interlocking slats can’t warp, sag, split, or pull out 

of shape. It defies weather, repels fire, prevents in- 

trusion, and resists wear! The doors operate 

quickly, smoothly and easily all year long, because 

they open over snow, ice, and 

The sturdy, efi- swollen ground. They require no 

Meter Operate, usable space; they open out of 

| Permits convenient reach of damage by wind or vehi- 

| from any number cles. You get all these advantages, 

a oo and more with Kinnear 

Rolling Doors. It will pay 


‘ you to know more about 
Konear ‘ao makes STEEL ROLLING FIRE the economies these doors 


DGORS—approved by Underwriters’ Labo- 
ratories—for safe, automatic fire protection afford ... to learn why so 


.. . STEEL ROLLING GRILLES for positive, many plants like yours are 
convenient protection without sacrifice of specifying Kinnear Rolling 
light, air or vision . . . WOOD and ALL- Doors. Write for the com- 

_Rol-TOP DOORS, rugged sectional- plete new Kinnear catalog. 


sa gor doors with provision for , The Kinnear Mfg. Com- 


light sections, Full detail 
ons. Full details in pany, 2060-80 Fields Ave., 
Columbus, Ohio. 


ee KINNEAR 
in Doorways ROLLING DOORS 
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tea, 
The cook can’t forget to set the Robertsltaw_ 





ved heat control. She must set it in order to turn 


a on the fuel! One single motion does both jobs. 


no 
of 


1i- . ? ° = 0 Use 
nd returns the setting to zero. It couldn’t be sim she easier # 


ar ai ! : 0 
: pler—or surer! she quicker t 
ut FOR GAS AND ELECTRIC RANGES 

HEAT 


R SHA CONTROLS 


SO 
__ ROBERTSHAW THERMOSTAT COMPANY, YOUNGWOOD, PA. 


Another single motion turns the fuel off and ripe simpl 





1g 
nN- 
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Tue plans called for special, heavy duty 
headers. The specifications were tough... 
predetermined strength . . . difficult curves 
and angles ...exacting thermal characteris- 
tics ... dimensional precision . . . delivery on 
a tight schedule. 

Grinnell engineers have plenty of experi- 
ence in handling these complicated assign- 
ments. Rough layouts of plant requirements 
were immediately interpreted in terms of 
alloy steel piping, accurate forming and 
welding, margins of safety, and underwriters’ 


PREFABRICATED ‘PIPING BY 


January 1, 1 


inspection. Conveniently located Grin 
plants then speedily prefabricated these : 
other sub-assemblies. And, promptly 

delivery date, the complete installation ¥ 
on the job... ready for erection. 

This is only one of many examples 
“knowing how” that prompts leading en 
neers to say, “Give the plans to Grinnel 
Write for detailed manual on Grinnell P; 
fabricated Piping. Grinnell Company, In 
Executive Offices, Providence, Rhode Islas 
Branch offices in principal cities. 


GRINNELL 


wHenever PIPING is invoiveo 
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A Tough Cable 
For tough Jobs! 


CRESCENT 


IMPERIAL 
WELDING 
CABLE 


The enormous increase in weld- 
ing required for the manufacture 
of ships, tanks and other defense 
items is being met by the use of 
CRESCENT Imperial Welding 
Cable. 


This cable is of the highest 
quality, as is the complete line 
of wires and cables made by 


Grint CRESCENT. 


these 2 


nptly 
ation ¥ 
















imples 
ling en 
srinnel 
inell Pi 
any, In 
de Islas 


iL 
>LVED 


ent) 


CRESCENT INSULATED WIRE & CABLE CO. 


mR 
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A TELEPHONE RATE CASE 





a 








by 


Edward Devereux Smith 


(Recently retired Vice President 

and General Counsel, Southern 

Bell Telephone & Telegraph Com- 
pany, Atlanta, Georgia) 





The Outstanding Book of the 
Decade 


- - - how to set up a rate case 
- - - the factual and practical approach 
- = = logical and authoritative 


This is a book for those who prepare the facts and statements for 
rate cases—the executive, accountant, engineer and rate expert; it is also 
a book for the lawyer who presents the evidence and conducts the pro- 
ceeding. 


Here, in 223 pages, are condensed the knowledge and experience 
acquired in a life-time career of rate practice—all for $5.00. 


DO NOT MISS THIS BOOK 


PUBLIC UTILITIES REPORTS, INC. 


MUNSEY BUILDING WASHINGTON, D. C. 
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essence 


“Be cuineo~ ° 


KERITE 
Sees 
109.1910, 191 
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RILEY STEAM GENERATING UNI 


Outstanding American 
Lignite Burning Installation 


OTTER TAIL POWER COMPANY, Wahpeton, N. D. 


130,000 Ibs. steam/hour, 650 Ibs. design pressure, 825° F steam temp. 
Unit burns North Dakota Lignite at 82% Efficiency. 


Riley Boiler, Superheater, Steam-temperature Control, Economizer, 
Air Heater, Water Cooled Furnace, Steel Clad Setting, Riley 
Harrington Stoker. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEWYORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND ODETROIT SEATTLE 
ST. LeUIS CINCINNATI HOUSTON CHICAGO S&T. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNAC 
PULVERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTIN 
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P. U. R. QUESTION INSIST ON 


SHEETS ZB a 
AN EDUCATIONAL OPPORTU- CLEATS LL 


NITY for public utility men. A 
fortnightly quiz of ten questions Papers 


and answers on practical financial 
and operating questions discussed FOR YOUR 
and decided by the State and 

Federal Commissions and Courts Forms 


in their investigations of public 
utility companies. Records 
Ten questions and answers every Stationery 


two weeks—annual subscription 
$10.00. 








Superior Quality 


s 
end your order to— MADE FROM COTTON FIBERS 


PUBLIC UTILITIES 
REPORTS, INC. PARSONS PAPER CO. 


1038 Munsey Bldg., Washington, D. C. HOLYOKE - MASSACHUSETTS 








Faith in THE Auture 


JF MODERN METERING 





Faith in the 
bration of the electric utility 
thour meter manufacturers, 

and development of the 
ter well ahead of mete 
ks to this faith and coopé 
ters built today are fully capt 
d conditions for some time) 
al times are once more 
sure to be, watthour mete 
important part in system 





sANGAMO ELECTRIC COMPANY 
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FOR STOKERS 


MERCOID HAS PIONEERED THE DESIGN AND DEVELOPMENT OF CONTROLS FOR DOMESTIC AUTOMATIC 
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TYPES OF AMERICAN 
FOR OIL BURNERS 


HOMI 
FOR GAS BURN a 


st 


HEAT, AND TODAY THEY ARE FOUND IN TENS OF THOUSANDS OF HOMES THROUGHOUT THE COUNTR 


7 ae 


GENERAL 


_ 


IND 


Oiisedhdddha 


oF EBL 


AUTOMATICCONTROLS 
are meeling 


AMERICA'S 


NATIONAL DEFENSE 
ones hace) & 
PROBLEMS 


| Jus 


NITION PLANTS 





IT HAS BEEN PUBLICLY STATED 
THAT THERE IS SCARCELY AN IN- 
DUSTRY IN THE COUNTRY THAT 
IS NOT USING A MERCOID CON. 
TROL SOMEWHERE 
Most are on vital applications in the 
control of temperature and pressure; 
also on automatic mechanical opera- 
ations. ¢ The time proven accuracy 
and dependable operation of Mercoid 
Controls make them indispensable dur- 
ing this time of National Emergency. 





MERCOID HERMETICALLY SEALED MERCURY SWITCHES 
ARE USED EXCLUSIVELY IN ALL MERCOID CONTROLS 
The initial cost is slightly higher than the average type of switches 
used in controls, but they save on the elimination of service expense, 
as there is infinitely less chance for contact trouble. They assure 
longer control life. ¢ A Mercoid switch cannot be affected by dust, 
dirt or corrosion. @ First illustration above, is a new light operated 
switch—the Mercoid Visaflame. This device has revolutionized the 
control of domestic and industrial oil burners. The second one 
shows the snap-action tilting type. Last one, the magnetic stationary 
7 © Mercoid switches are extensively used in many applications. 
© For further information see Mercoid catalog. 


The Mercoid Corporation * 4233 Belmont Avenue * Chicago, Illinois 


WAR ON WASTE 
is essential when the Nation's 


power and resources are engage 


the’ important task of building 
strong national defense. Mercoid! 


trols are especially suitable for 4 


ing on a successful “war on 
program wherever automatic co 
are involved. They are built to 
and practically require no servi 
tention after they are once inst 
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cable over a 40-mile route for the Southern Bell Telephone and Telegraph Co., Birmingham, Ala. 


TERNATIONALS Will Help You 
Over the Road Ahead 


ESE are different times than any of us 
e experienced. AJ] of us, must now face 

ts with common sense for a mutual solu- 
of today’s problems. 


Dne fact to be faced is this: there may not 
enough new tractors and engines to go 
und. International Harvester will do its 
t to provide its customers with as much 
vy machinery as possible. But plans laid 
ay must be flexible enough to meet to- 


rrow’s situation. 


n such a time, when International Tractors 
Power Units are having to work harder 


and live longer, users can appreciate what 
International QUALITY and International 
SERVICE mean. 


Arrange with the International Industrial 
Power dealer for equipment servicing and 
check-ups regularly. He is equipped to do a 
service job as never before, to help you pro- 
long the useful life of your equipment. Let 
him help you keep your Internationals on the 
job ... to take you over the road ahead. 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue Chicago, Illinois 


NTERNATIONAL HARVESTER 
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POWER-FU 
NEW YEAR 


For just this once, let’s forget the usual “‘Happy 


ae 


New Year wish, and replace it with a salutation thd 


covers everything — life, liberty, and the pursuit ¢ 


Oe 


happiness. For us whose job it is to produce powe 
or to build the equipment to produce power, th 


dictum is clear — MORE KILOWATTS IN 1942 
PRODUCTS: 


Turbine-Generators That way lies national security and hope for th 
Mechanical Drive Turbines 


Engines future — for POWER is the fundamental facto 
Engine-Generators 
Motor-Generators 

Motors 

Generators 


Condensers Company extends the hand of cooperation to a 
Steam Jet Ejectors 
Deaerators those whose power-producing problems fall withi 


Feed-Water Heaters 
Deaerating Heaters 
Centrifugal Blowers 


Turbo-Chargers 
Desuperheaters 
Strainers 
Separators 
Grease Extractors 
Non-Return Valves C M P A A 
Lagonda-Liberty Tube 
ee JEANNETTE, RIDGWAY, PA 


SPRINGFIELD, OHIO 
District Offices in Principal Cities 


upon which these things are built. 


To help make 1942 more power-full, Ellio 


its field of endeavor. 
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{ Happy New Year, 1942! 





{ Missouri Valley Electric Association will hold power sales conference, Kansas 
City, Mo., Jan. 15, 16, 1942. 





q Govation Electric Association will hold winter conference, Montreal, Que., Jan. 19, 





{ American Society of Civil Engineers will convene, New York, N. Y., Jan. 21-23, 1942. 





ae Society of Pvofessional Engineers will hold meeting, Lexington, Ky., Jan. 
23, 24, 1942, 





International aye and Ventilating Exposition (biennial) will be held, Philadelphia, 
Pa., Jan, 26-30, 











{ Atlantic States Shippers Advisory Board convenes, Newark, N. J., 1942. 





eo Telephone Association will hold session, Minneapolis, Minn., Jan. 27-29, 
942. 





{ Louisiana Engineering Society opens annual meeting, New Orleans, La., 1942. 





{ American Society of Heating and a Engineers will hold annual (ey 
meeting, Philadelphia, Pa., Jan. 26-30, 





{ American Institute of Electrical Engineers will hold winter convention, New York, 
N. Y., Jan. 26-30, » & 








q Society of Automotive Engineers opens annual meeting and engineering display, 
Detroit, Mich., 1942. 





q Edison Electric cua Electrical Equipment Committee, will hold meeting, Pitts- 
burgh, Pa., Feb. 2, 3, 1942. 














q gt he England Gas Association, Operating Division, convenes for session, Boston, 
ass., 1942. 























Bust by Attilio Piccirilli Lous H. Dreyer 


“Granite and bronze memorial in honor of Guglielmo Marconi, inventor 
of the wireless, designed for erection at the corner of Sixteenth 
and Lamont streets, N. W., Washington, D. C. Surmount- 
ing it is a figure symbolic of electricity.” 
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Priorities, Rationing, and 
The Utilities 


A state of war emphasizes the job of keeping the 
defense machinery efficiently running, including 
the protection of the utilities and the little fellow. 


By HERBERT COREY 


1, Dreyer 


Ow that war has come we have Somebody may pass a miracle. Peace 
rationing in America. In three- may come to the world overnight. The 
quarter time. It isnot a pleasant AEF may not be sent to the jungles of 

e. So we call it the allocation plan. Africa. We may be able to get back to 
y some obscure process of reasoning normal business. Before considering 
at makes it all right. Tomorrow your what may happen let us look at what 
fe may have to stand in line to get a_is happening. 
ter card. You may have to turn in “See Mr. X,” said OPM. “He knows 
r old pants to Leon Henderson to all there is to be known about alloca- 
permission to buy a pair of new _ tions.” 
ps. Already you have to show your Mr. X is one of the top-shelf busi- 
tires and an alibi to get new ones. ness men who have been admitted to 
lhis is not persiflage. It is grim real- the government’s administrative circles 
The weak spot in that initial para- because they know how to do things. 
ph is to be found in the word They are under more or less intermit- 
—_—f ry.” These things may not happen. tent attack from the book-taught boys 
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but they are getting along first rate. 
That statement was made by the head 
of one of the most important divisions 
in one of the great permanent depart- 
ments. Call him Mr. Y. He said the 
defense effort is being hampered by the 
men who put “what they call social 
service” ahead of everything, and by 
the other men who have theories but 
no practice. We’ll get back to Mr. Y 
presently, but for the moment Mr. X 
will speak: 

“What do you want to know about 
the allocation plan?” 

“Everything. Specifically, when does 
rationing start?” 

“It has started. Rationing is just an- 
other name for allocations. I do not 
know how far it will spread or how 
long it will last. There isn’t a man in 
the United States who can even guess. 
I do know that it promises to be the 
damnedest job in this whole defense 
program. We have comparatively few 
at work on it now, but we are spread- 
ing. Boy, how we are spreading! I can 
see us bulging out of this 10-acre OPM 
building and putting up temporary 3- 
story 5-acre shacks over all this part of 
town.” 

“How will the people like ration- 
ing?” 

“They won't like it. Hell, how could 
they like it? But they'll have to take it. 
Weare in this thing and we can’t stop 
and rationing is as much a part of it 
as battleships. The utilities will be given 
every break possible, for they are rated 
as essential industries. But they will be 
and are being rationed. So will the rail- 
roads and truck and water transport 
systems and the big industries. We will 
do our best to give rations of raw ma- 
terials to the smaller factories and busi- 
nessmen. We waked up a little late to 
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the fact that they must be kept alive if 
this country is not to come down in the 
all-firedest crash in our history. We can 
only do this by rationing.” 


H™ is a sample of what is hap- 
pening to the little fellow. 

“An old lady down South wrote to 
President Roosevelt : 

“*T am supporting myself by manv- 
facturing cosmetics in a small way. I 
my business is destroyed I will starve 
I have asked that I be given the author- 
ity to purchase just one barrel o 
eophrosydineopetal. (That is not the 
name, of course. I have forgotten it. 
I have been refused by SPAB. As 
last resort I am appealing to you.’ ” 

“Did she get it?” 

“TI don’t know,” said Mr. X. “He 
letter went through the works.” 

Messrs. X and Y will be telescopes 
at this point for the sake of conven 
ience. 

“Germany’s program has clicked ; 
every point because Germany spent fiv 
years in thinking about what her wa 
production plan should be. No othe 
nation ever thought on such a coloss 
scale. Then she put in five years at t 
work of getting ready. We fell into 
sidewise. When we did begin to thi 
we did not think big enough. Our Arn 
and Navy gave a great deal of thougl 
to a scheme for the codperation of im 
dustry. Educational orders were giv¢ 
out and jigs and gadgets made up 
models for the others to be made 
as needed. They even planned sto 
piles of essential materials. But thi 
planned on a small-scale, old-style wa 
When Louis Johnson, then Assist 
Secretary of War, talked of 0 
need of 25,000 airplanes most peo} 
thought he was away off base. Then 
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were suddenly confronted with the 
necessity not only of preparing for a 
defensive war, which might require a 
maximum of 1,000,000 men in the 
Army, but for a war which might use 
an AEF of 5,000,000 men, not to speak 
of the back-of-the-line services. On top 
of that came something no one had 
even dreamed of. We were told to get 
ready to supply not only our own needs, 
but also the needs of other friendly 
countries.” 


S° the rationing plan—call it the al- 
location plan if these words taste 
sweeter—was forced into being. Now 
its ramifications bid fair to cover all 
other activities including those of the 
Army and Navy. It must deal with 
diplomacy through the State Depart- 
ment. An ally is a friend and to be sup- 
ported, but that support must be dic- 
tated by the amount of materials and 
men we can make available by strict 
‘rationing. We lend-lease to Britain and 
the Soviet Republic, but what we give 
‘must be determined by those who run 
he rationing. Rationing must take into 
account the capacity of our transporta- 
tion systems. The origins and avail- 
pbility of raw materials are a part of 
ationing. In January, 1941, we were 
Mhreatened with a shortage of tungsten 
ithout which steel cannot be tough- 
ened for guns and armor plate. Much 


q 


e 


“AN ally ts a friend and to be supported, but that support 
must be dictated by the amount of materials and men we 
can make available by strict rationing. We lend-lease to 


of our tungsten comes from China over 
the Burma road. That road had been 
blocked by the British in a vain at- 
tempt to appease Japan. 

“You must open it up. We need 
tungsten,” said our State. 

We need tin. We have no tin of our 
own—not enough to speak of—and 
had been getting tin from British 
Malaysia. In the commercial war which 
preceded the shooting war the British 
had clapped an almost prohibitive ex- 
port tariff on Malaysian tin except to 
the countries of the British empire. 
Now a privately owned company is 
building a tin smelter in New Jersey 
and for the duration of the emergency 
we will get tin enough, if carefully ra- 
tioned, for our needs. But after the 
war ends it will be of doubtful value if 
that Malaysian export duty is put on 
again. 

“In view of what we are doing we 
think an arrangement should be made 
to relieve us of that Malaysian export 
duty,” said our State Department. 

“That is obviously a matter for con- 
sideration after the war,” said the 
British. 


uT if we are forced to ration our 

tin to the present injury of British 
interests it may not be so difficult to 
consider now some kind of a post-war 
working arrangement. Again the ra- 


Britain and the Soviet Republic, but what we give must be 
determined by those who run the rationing. Rationing must 
take into account the capacity of our transportation systems. 
The origins and availability of raw materials are a part of 


rationing.” 
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tioning system operates. Dr. Robert F. 
Martin, head of the Industrial Eco- 
nomics Division of the Commerce De- 
partment, points out that if our sup- 
ply of manganese cannot be rationed 
to meet our needs, a railroad must be 
built into the interior of Brazil to tap 
the world’s finest manganese deposit. 
Manganese rationing is under study 
but it will be difficult to reach a decision 
immediately on our future needs. 
Meanwhile Britain wants an assurance 
that she may have a share in that pos- 
sible railroad for her own post-war pro- 
tection. OPM Power Codrdinator 
Krug found a power shortage in the 
Southeast and rationed current to the 
users and the situation was saved. 
Paperboard containers, toothpicks, tin- 
foil for cigarette packages—everything 
you can think of—are to be rationed. 

Rationing is inescapable. It will be 
hard to take but we will have to take it. 

Furthermore, when we look closely 
into this rationing business we see that 
it really divides itself into two phases. 
The first starts with the allocation of 
raw material at the mines or plantation 
and continues through the stages of re- 
fining, semiprocessing, processing, 
manufacturing, down to the point 
where the finished product goes on the 
counter. The second phase starts and 
ends with the distribution of the goods 
on the retail counter to the ultimate 
consumer. (In terms of the utility busi- 
ness this would mean the distribution 
of available service in proportion to the 
consumer demand. ) 


O F course, it is all a part of the same 
process. But the final step, the step 
which may bring us closer to the ra- 
tion card system of European coun- 
tries, obviously involves immediate 
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contact with the consuming public. 
This would necessarily include consid- 
eration of more social and political fac- 
tors than the materialistic stages of ra- 
tioning which led up to the shortage 
of items actually placed on the counter 
for sale. 

For example, if there are only a half. 
dozen new automobiles that can be sold 
for every twenty potential buyers in 
1942, who is going to decide the dis- 
tribution and on what basis? Clearly, 
some formula will have to be arranged 
to see that deserving persons (such as 
politicians) will not find the cupboard 
bare as a result of a vulgar storming 
of the market by common taxpayers o 
the basis of first come, first served. No 
one will dispute that hospitals should 
have first call on a meager supply oj 
new refrigerators or that a man wh 
already has three perfectly good radi 
receiving sets in his home should ste 
back in favor of a neighbor who ha 
none or whose only radio has brokey 
beyond repair. 

Again, private industry will hard 
want to assume the unpopular and u 
sought responsibility of deciding th 
respective merit of potential customers 
For utilities this will be a very impor 
tant consideration since it involves th 
delicate matter of good public relatior 
for years to come. The utilities wi 
not only want some agency of the go 
ernment to assume such a responsibi 
ity but will want to be sure that the dis 
tribution formula would be worked 0 
as equitably as possible, unmarred b 
unfair discrimination or undue prei 
erence. At present writing it looks 
though the OPM is prepared to assu 
that responsibility. The formula fc 
rationing electric power distribution | 
the Southeast is a pretty good patte 
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Tin Smelter in New Jersey 


OW have no tin of our own—not enough to speak of—and had 

been getting tin from British Malaysia. In the commercial war 

which preceded the shooting war the British had clapped an almost pro- 

hibitive export tariff on Malaysian tin except to the countries of the 

British empire. Now a privately owned company is building a tin smelter 

in New Jersey and for the duration of the emergency we will get tin 
enough, tf carefully rationed, for our needs.” 





—in general—for future plans of ra- 
tioning that may have to be worked out 
in other localities and for other forms 
of utility service. 


W: began with the priorities sys- 
tem. The defense program was 
beginning to get under way and the 
wise men in industry foresaw short- 
ages in essential materials. So they 
went into the market and bought. Army 
and Navy had foreseen those shortages 
and had tried to get Congress to give 
money for stockpiles. Congress gave 
some for small stockpiles. When the 
treasure chest was opened and Army 
and Navy were given all the money 
they could use they bought where they 
could find materials. Prices ran up. 
Manufacturers who had delayed buy- 
ing or who had stockpiles of their own 
that had been considered sufficient to 
their needs started buying. Relieved of 


the necessity of considering the time 
of repayment through the lend-lease 
billions, Britain went at it. A period of 
dreadful and costly confusion resulted. 
Priorities were ordered in an effort to 
get some order out of a howling chaos. 

The theory was a simple and good 
one. It would have been better if it 
had worked. 

Manufacturers came to OPM, pre- 
sented their cases, and were given 
priority orders which permitted them 
to buy materials if they could find them. 
An A-1 priority was a must. The holder 
could get the goods if he located them. 
Priorities tailed off in order of impor- 
tance until the holder of an A-10 found 
himself eating with the help. Everyone 
else had beaten him to the table. Every 
man who came to OPM had a good 
case to present and he presented it with 
anguish. OPM is human and granted 
liberally. Presently there were priority 
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orders floating around like counterfeit 
money at a county fair. Some holders 
were lucky; some had influence; and 
some put out in the backroom. The 
least deserving often got the most 
goods. 


N° one wasted any attention on the 
small man. Some of the govern- 
ment’s high-powered men forgot him, 
some postponed him, and some had 
gone heavily Spartan and ruled that in 
this emergency the small man must 
suffer. A. C. C. Hill, Jr., executive offi- 
cer of the priorities division, stated the 
situation : 

“There is not enough of any one of 
the basic raw materials to meet both 
the military demands and the demand 
which our civilian economy makes un- 
der the pressure of a war-time boom. 
The joint demand is greater than we 
can possibly meet. The result up and 
down the line is shortages.” 

There are ten customers for every 
pound of aluminum, three for every 
ton of copper, four for every ton of 
brass, two for every ton of steel. The 
same kind of ratios apply in greater or 
less degree to all the other critical 
metals, to most of the important chemi- 
cals, and to many of the basic fibres. 
Mr. Hill added that government con- 
trol became imperatively necessary, but 
the priority rating plan is not adequate. 

“We have to supplement or replace 
it with what some people call rationing 
and others call allocations.” 

He did not pull his punches. 

“We are used to abundance. It is ex- 
tremely hard to adjust ourselves to the 
unpleasant fact that until the emer- 
gency ends we are going to live in an 
economy of not-enough instead of an 
economy of too-much.” 
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Shes first step in setting up the ra- 
tioning system was, of course, to 
find out how much will be needed. The 
first actual step was to begin more or 
less hit-or-miss rationing on the basis 
of the knowledge in hand. This is being 
followed by SPAB’s census of needs, 
which is now in progress. Army and 
Navy are submitting reports on what 
they would like to have and the lend- 
lease authorities are telling what they 
want. The demands of the nations to 
which materials and finished goods are 
to be sent are bounded only by trans- 
portation capacity. Therefore SPAB 
has been compelled to check with the 
shipping and railroad people to dis- 
cover what proportion of the all-em- 
bracing requests can possibly be filled. 
Transportation impinges on power. A 
power shortage would stall events all 
along the line. 

OPM’s Power Coordinator Krug 
brought together a competent staff 
made up of men who were working ex- 
perts. As an instance of the tangles 
into which the rationing plan runs, 
Krug promptly found himself in con- 
flict with FPC and with Interior Secre- 
tary Ickes. Chairman Olds of FPC 
wanted to expand facilities both to 
meet today’s demand and to provide 
for a tumultuous future. He main: 
tained that it is not possible to ration 
power enough to meet today’s needs. 
Codrdinator Krug held that this is pos, 
sible. He demonstrated by taking 
charge of the situation in the South 
east, where drought had produced ; 
serious shortage, and filled the gap 
FPC had set up a most efficient pooling 
arrangement, but Krug went farthe 
and rationed. He squeezed out 10,000; 
000 kilowatt hours weekly more thai 
the pooling had produced, 
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iy was a fine sample of the rationing 
plan. FPC handles the situation 
until rationing is inevitable. Then 
Krug’s aids fine-comb the region to 
discover just what can be done with 
the least disturbance to the community. 
Unnecessary display lighting is cut to 
a minimum and often blacked-out al- 
together. Utilities were asked to get in 
touch with their commercial and in- 
dustrial customers and municipal dis- 
tribution systems. Krug’s aids had no 
precedents ; their authority might have 


_B been challenged ; and they were short of 


help. But those affected codperated. 
The utilities told their customers they 


:<.@ would cut off their current if they re- 


fused, and some of the decisions as to 


ithe use of power may have been arbi- 


trary and unjustified, and thousands of 
customers asked questions about the 
rules they were willing to obey if they 
only knew what were the rules. It was 
a striking demonstration of what can 


Bbe done with the rationing system. 


“We cannot foresee what may be the 
future demands for power,” Krug 


said, “because we do not know how far 
Bi the program of needs may expand. The 


material needs of the utilities will be 
taken care of so far as our resources 
permit. It is difficult, if not impossible, 


:, to get steam turbines right now and 


& 


“THE first step in setting up the rationing system was, of 
course, to find out how much will be needed. The first actual 
step was to begin more or less hit-or-miss rationing on the 


q 


other maintenance and extension ma- 
terials may be cut down. But the utili- 
ties are an essential industry and will 
have preference.” 


sy was at this as well as other angles 
that Krug headed back Secretary 
Ickes. The Dean of the Interior has al- 
ways had a hankering for power over 
the utilities, along with all the other 
sorts of power he may sight. Mr. Ickes 
is, everyone is sure, a man of sterling 
integrity and vast ability, but he is not 
easy to have in the House. The story 
has been told previously of the man- 
ner in which Chairman Olds of the 
FPC fired without even waiting to see 
the whites of Ickes’ eyes, which were 
probably bloodshot anyhow, and by 
putting a comprehensive pooling plan 
on the President’s desk took the prize 
that the Dean wanted. (It was this 
pooling plan that Krug carried a little 
further by his rationing orders.) But 
Ickes still has control over an “empire” 
of utilities, and he is trying to keep 
them out of Krug’s control for defense. 
Ickes would, if he could get the steel 
and other materials, build dams and 
pipe lines and transmission systems im- 
mediately. He is being held off by the 
rationing system, for the fundamental 
idea of that system is that the country’s 


basis of the knowledge in hand. This 1s being followed by 
SPAB’s census of needs, which is now in progress. Army 
and Navy are submitting reports on what they would like 
to have and the lend-lease authorities are telling what they 
want. The demands of the nations to which materials and 
finished goods are to be sent are bounded only by transpor- 


tation capacity.” 
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needs and resources must be regarded 
as a whole instead of being picked up 
piecemeal. If those who would build 
unnecessarily get their way we will be 
compelled to build a fleet of ore-carry- 
ing vessels on the Great Lakes. To do 
that new shipyards and ways must be 
created. To do those things steel must 
be taken from places where it is vitally 
needed right now. The transportation 
systems would be overturned and the 
labor market shot very largely to the 
deuce. 


AN the moment of writing the ration- 
ing system is not being interfered 
with. It is not complete. It is only be- 
ginning to assume form and shape. It 
is in the midst of a Lybian battle of 
noise and nerves. Those who are 
charged with its administration are be- 
ginning dimly to see what an incredibly 
big thing it will prove to be. Meanwhile 
they are working as many hours—ten, 
twelve, eighteen in some cases—seven 
days a week as bodies and eyes can 
stand. Every time the rationing pro- 
gram swells some important toes are 
stepped on and a stepped-on toe is the 
most furiously vocal thing in Washing- 
ton. The owners all endeavor to see the 
President and tell about their wrongs. 
Not many are succeeding, and many 
fewer are seeing him now than was the 
case a comparatively few weeks ago. 
President Roosevelt has shown every 
disposition to stand by Donald Nelson, 
executive director of SPAB, and the 
man directly charged with making ra- 
tioning work. 

For all that the old-style bottleneck 
still operates in a new-style bottle. It 
was said by everyone in Washington 
who knew his way about that the big 
bottleneck was on Roosevelt’s desk. He 
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then insisted on passing on practically 
everything before it got on the beam. 
He is not so insistent on this now- 
adays, but the men who get orders from 
Donald Nelson to ration such-and-such 
say: 

“T won’t do it. Not until I see the 
President.” 


HEY do not see the President, and 

ultimately they knuckle down to 
Nelson. In the meantime much time has 
been lost. Nelson’s present headache is 
to get authority to make his orders stick 
as from the moment they are issued. 
They may be reviewed later, but when 
he says “go” he wants his centurions 





to start rolling their chariots. Vice} 


President Wallace, titular head of 
SPAB, seems to be backing Nelson to 
the last ducat. Wallace may be pro- 
moted as Roosevelt’s successor in the 
presidency, and he knows that if he 
fails in this rationing scheme his 
chances are lessened. Those who know 
Wallace best are emphatic that he is a 
really good administrator, as demon- 
strated by his performance as head of 
Agriculture and that he is trying his 
best to prevent a repetition of the con- 
fusion which marked the first months 
of the defense program. 

It seems likely that one phase of the 
rationing plan will be turned over to 
industry for administration. Nelson 
has discovered—it is more likely that 
he knew all the time—that if SPAB 
at Washington is to attempt the job 
of allotting to all the steel users, to use 
them as an example, the amounts of 
steel they need, SPAB will be over- 
whelmed. As a not so minor difficulty 
the components of steel for war put- 
poses have been changed in the past 
twenty years. A pot full of assorted 
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The Rationing System in Small Towns 

, and a4 HERE is an element among the defense program authorities 
m to who would let the little factory die and the village die with 
e has it. But the AFL pointed out that there are 1,500 single-industry 
she is villages in New England alone. If that heartless and thoughtless 
stick plan were to be carried through, the towns would be ruined for 
sued. all time to come.” 
when 
rions 
Vicefimetals which would have made perfect factory. Every solvent man drove a 
d offieuns or armor plate in the First World buggy on Sunday in those days. The 
on toBWar would not do at all. sale of buggy whips was brisk. The 
pro- owner of the manufactory had a large 
n they npustRIAL chemistry has changed share of the buggy-whip business. 
if he 


ingredients and proportions. The 
> hisfipresent rough-cast plan is to say to the 
<nowfisteel industry : 

© isa “We can furnish you so many thou- 
mon-§sand tons of such-and-such metals. We 
ad offfask that you ration these among manu- 
g hisBfacturers to produce the thousands of 
con-Btanks and plates and keels we must 
onthsBhave. You make up your plan for the 
se of transportation methods, labor, 
and the other factors and bring in your 
ontracts. We’ll OK them. We only 
ask that you take into consideration the 
interests of the cities and towns in- 
rolved.”” 

In that latter sentence is to be found 
one of the sticky spots of the rationing 
plan. 

“T’ll make it clear,” said one of the 
rationing masters, “by this story of a 
small town.” 

Years ago a village in the Berk- 
shires lived on a buggy-whip manu- 
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There was no other factory in the vil- 
lage. Everyone lived happily. Then 
Henry Ford devised his machine, and 
little by little the buggy-whip trade de- 
clined. The owner kept going on a re- 
duced scale by making riding whips. 
The village suffered but it lived. But 
the automobiles made horseback rid- 
ing perilous on the roads and presently 
the few riding horses left were mettled 
animals that did not need the whip. 
The factory closed. The village began 
to decay. The factory owner was a 
kindly and farsighted person and be- 
gan to make radio parts. 

“The factory hummed again. The 
village renewed its life.” 


N™ the rationing system, if car- 

ried out to the last Spartan deci- 
mal, would close that factory and turn 
the radio-parts business over to one or 
two large factories. They have the 
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large-scale equipment, the financial 
structure, and the availability of all 
forms of transportation. They can put 
out radio parts more rapidly and ship 
them more quickly than the village fac- 
tory can and they reduce the troubles 
of the rationing authorities to a mini- 
mum. There is an element among the 
defense program authorities who 
would let the little factory die and the 
village die with it. But the AFL pointed 
out that there are 1,500 single-industry 
villages in New England alone. If that 
heartless and thoughtless plan were to 
be carried through, the towns would be 
ruined for all time to come. 

“We are therefore trying to save the 
towns from the destruction that a rigid 
application of rationing would bring 
about.” 

In the various industries, therefore, 
the plan is to examine the town before 
clapping down the rationing plan. In 
a city like Chicago a small industry— 
or a large one, for that matter—may 
be rationed out of existence with one 
stroke of the SPAB’s pen. The work- 
men thrown out of their jobs will find 
other factories clamoring for their 
services around the next corner. The 
city will not suffer. In a smaller city it 
may be possible to close two or three 
factories by the rationing method, be- 
cause they can either be made use of for 
some other defense industry, or their 
workmen can step into jobs. But the 
single-industry towns will be spared as 
much as possible. 

“Speed is the essence of our job— 
sure. But we must try to avoid ruin for 
our citizens so far as we can.” 


De aptoloony Nelson said the same 
thing: 

“Too many of these small men will 
JAN. 1, 1942 


be destroyed. It is too bad. We will do 
our best for them. But many of them 
must go.” 

If the demand for speed is not too 
pressing this system of exceptions will 
be put into operation: 

“We'll try not to close a town up 
overnight. We'll do our best to give the 
men a chance to find jobs elsewhere and 
to keep the factory running on a de- 
creasing scale until we have reached 
finality.” 

But the demand for speed is grow- 
ing in intensity. In 1942 the plan is to 
spend several billions each month on 
defense. That can only be accomplished 
by the ruthless enforcement of the ra- 
tioning system. There will be fewer tin 
cans on the grocer’s shelves because tin 
will be replaced by glass and plastics. 
But the tomatoes and beans that have 
been going into the cans will be less in 
amount because of the growing short- 
age in labor. Men are leaving the farms 
to earn higher wages in factories} 
Shrimps, for instance, are scarce and 
costly in the Washington markets be- 
cause shrimp fishermen have given up 
$2 a day wet jobs for $6 a day dry jobs§ 
A woman’s land army is being talked 
of to replace the escaping farm laborers 
but not many city-bred girls will take 
kindly to shoveling out a cow stable at 
an hour when their friends in town are 
beginning to whistle for taxis in front 
of night clubs. So the supply may be 
cut short. In the dairying industry the 
decrease in man power could be made 
up by machines. Unfortunately ma- 
chines are made of metal. The avail: 
able metal is being rationed and there 
will be fewer refrigerators and milking 
machines. Where four farm tractors 
were sold last year in middle western 
states, only one will be on sale in 1942. 
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A friend sold his house at a profit 
and bought another house. He was of- 
fered a profit on the second house be- 
fore he moved in, but he could not find 
another house that met his domestic 
needs. The contractors would not agree 
to build for him for delivery at a given 
time and at a given price: 

“We cannot be sure of getting the 
copper and brass. They are being ra- 
tioned.” 


PAB is not interfering with the con- 
struction of small brick or stone or 
wooden houses if the builders can get 
the nails. Except for the small houses 
imperatively needed where thousands 
of workmen have been shifted to the 
new defense factories, it will be increas- 
ingly difficult to get furnaces and water 
heaters. There will be more worms in 
1942’s apples because the stuff used for 
spraying the trees is going into am- 
munition. More freight cars are needed 
to handle the increasing volume of de- 
fense and lend-lease business, but the 
steel will be rationed. SPAB stopped a 
southeastern pipe line because it could 
not spare the steel, and chromium 
bright work has been barred from the 
new cars. Metal wastebaskets are 
frowned on and steel chairs will give 
place to wooden ones in offices. SPAB 
is needling the State Department be- 
cause Canada and Britain are getting 
materials which we need, and which 
must come out of our rationed supply: 
“Sure,” said one of SPAB’s men, 
“we recognize the needs of Canada and 
Britain. But we have needs of our own. 
Our men can get just as hungry as the 
Canadians.” 


About those butter cards and flour 
permits and meat rations? 

“They may come,” was the reply of 
those interrogated. “We do not know. 
No one can know because no one can 
foresee how long this tyrannic draft on 
our resources will continue or how 
great it will grow. We do know that 
our shortages are increasing and that 
if we must pull our belts tighter there 
is only one way in which to do it.” 


SS gemapanes authorities are being set 
up to handle the rationing in dis- 
tricts, and so reduce the pressure on 
SPAB in Washington. But the over- 
all decisions must be made at head- 
quarters. 

As the shipping lanes are to 
some extent freed from the submarine 
menace, more eggs and butter and lard 
can be sent to Britain. After the war 
a dozen smashed and starving coun- 
tries will call on us for every form of 
aid from new generators to onions. 
Those future needs must be considered 
now by the rationing authorities. No 
one can say how long rationing will 
continue nor what form it will take. A 
plan is being vaguely but numerously 
discussed, for instance, by which South 
American exports may be to some ex- 
tent controlled by a British-American 
cartel to the disadvantage of today’s 
enemies. 

It is not impossible, although ad- 
mittedly improbable, however, that ra- 
tioning may by some queer twist enter 
into that plan. 

The one thing that everyone is sure 
of today is that rationing is with us. 
No one knows how long it will stay. 








St. Lawrence Seaway Project 


Now one of the 236 proposed authorizations, H. R. 

Bill 5993 which the author characterizes as “the 

all-time, all-out record for pork barrel legislation 
—committeemen arguments pro and con. 


By ANDREW BARNES 


UITE overshadowed by the war 
news, the House Rivers and 


Harbors Committee has pre- 
sented Congress with a most interest- 
ing and intriguing question: When 
does the pork barrel become national 
defense ? 

H. R. 5993, containing $990,000,- 
000 of assorted projects—236 of them 
—is the all-time, all-out record for 
pork barrel legislation. 

This bill contains not only projects 
dear to the heart of many Congressmen 
and localities which they represent, but 
also the $285,056,515 St. Lawrence 
waterway-power project, the $66,- 
000,000 Tennessee-Tombigbee rivers 
waterway, the $197,921,000 long-ab- 
surd Florida ship canal, and scores of 
similarly controversial and question- 
able projects. 

The bill will come before the House 
for approval or rejection after the 77th 
Congress starts its second session this 
month. If Congress were to vote upon 
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the St. Lawrence seaway project to- 
day, it would be rejected by a majority 
of at least 48 votes, according to such 
men as Representative Alfred F. Bei- 
ter of New York, who oppose it. But, § 
in the few days remaining before the 
next session of Congress, the adminis- J 
tration will be working with might and 
main to win converts to the pork bar- 
rel, and reverse congressional antipathy 
toward the St. Lawrence. This work 
has already begun, with State Depart- 
ment and Federal Power Commission 
emissaries working to win congres- 
sional support for the project. 

As pointed out in a previous Fort- 
NIGHTLY article, the sponsors of the 
St. Lawrence hoped this time, by in- 
cluding it in the omnibus rivers and 
harbors bill, to obtain sufficient votes, 
by tying in other projects, to pass the 
legislation authorizing the project. 


I N reporting the gigantic measure, the 
committee majority admitted that 
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only 36 of the 236 projects had been 
certified as necessary in the national de- 
fense. 

It justified all of the other projects, 
all of the pork heavily interlarded in 
the bill, as a wise precaution to provide 
“a reservoir or backlog of sound public 
works which can be entered upon with- 
out delay” when the war boom is over. 
The committee majority also made the 
argument that “nothing will make a 
more substantial contribution” to meet- 
ing the ever-increasing costs of govern- 
ment and consequent ballooning tax 
rates than “the development of our 
great water resources for all possible 
beneficial purposes including naviga- 
tion, flood control, irrigation, preven- 
tion of soil erosion, and power develop- 
ment wherever any of these great serv- 
ices can be economically provided.” 

But a more salient line stands out in 


the majority report: 


The committee wishes to emphasize the 
obvious fact that this bill is purely an au- 
thorization measure and that with the ex- 
ception of the projects certified as essential 
to the national defense no appropriations are 
expected to be requested of Congress until 
the present emergency is definitely over. 


This is tantamount to a tacit ac- 
knowledgment that the bill contains 
projects wholly unjustified in the pres- 
ent emergency, and from the stand- 
point of a Treasury now nearly sixty 
billion dollars off balance, and facing 
tremendous strains in the immediate 
future. 

This should be read in the light of 
recent testimony of Secretary of the 
Treasury Morgenthau before the Byrd 
economy committee of Congress. Fig- 
ures presented by Mr. Morgenthau 
showed that in the ten years up to 1941 
a total of $1,870,000,000 was spent on 
rivers and harbors and flood-control 


work, or only about twice the amount 
of the authorizations in this one bill. 


OREOVER, in this connection, Mr. 
Morgenthau said: 

All projects which are not vital from this 
standpoint (of lives and safety) or neces- 
sary for definite defense purposes should be 
reexamined. Work on all projects of this 
character which can be delayed or postponed 


should be prohibited and funds heretofore 
appropriated should be canceled. 


The funds for this year, according to 
his estimates, amount to approximately 
$200,000,000. 

Here, then, is the Secretary of Treas- 
ury recommending not a $990,000,- 
000 authorization, but on the contrary 
urging in the interests of economy and 
a sound fiscal policy that authorizations 
already made be ignored and funds al- 
ready appropriated be canceled. 

Presumably, the sponsors of the St. 
Lawrence seaway would argue that 
this recommendation does not run to 
their project. The same argument 
would be made by enthusiasts for the 
Florida ship canal, Meyers Chuck 
Harbor in Alaska, or Mill creek in 
Maryland. 

In justification of the St. Lawrence, 
the committee majority emphasized 
that “every President of the United 
States since Theodore Roosevelt” had 
advocated the project, and devoted 
more than a page of its report to listing 
the diplomatic, political, and other dig- 
nitaries who urged its approval. 


HE majority argument boils down 
into several very simple proposi- 
tions: 

The national defense power short- 
age “requires” development of St. 
Lawrence, since power cannot be ob- 
tained from steam plants, because the 


JAN. 1, 1942 





PUBLIC UTILITIES FORTNIGHTLY 


2-ocean Navy and enlargement of ex- 
isting steam plants are taking up all 
available turbines. 

St. Lawrence power can be devel- 
oped cheaper than anywhere else in the 
United States, for 1.7 mills per kilo- 
watt hour, compared with 4 mills for 
steam-generated power “in the most 
modern plant in this vicinity.” 

Shipbuilding on the Great Lakes 
would be greatly expanded and facili- 
tated by the development, including 
both merchant and combat shipping 
“vital to defense.” 

Transportation congestion would be 
relieved, and “a protected inland route” 
would be provided to “our offshore 
bases in the north Atlantic.” 

No other river is so adaptable to 
hydroelectric power production, be- 
cause the output from the St. Lawrence 
would be “practically all firm power, a 
thing not possible on any other river.” 
And besides, the output of the St. Law- 
rence would not “be subject to being 
closed down by strikes in the coal 
mines,” as would the steam plants. 

The committee majority made the 
point that out of the $285,056,515 the 
United States would spend on the proj- 
ect, the New York Power Authority 
would contribute $93,375,000, leaving 
only approximately $192,000,000 as 
the Federal government’s share. This 
is enough to build almost three battle- 


e 


ships of the North Carolina class, 
They could be completed in three years; 
the St. Lawrence in four years at the 
earliest. 


HE majority of the Rivers and 
Harbors Committee dismissed the 
time element with short consideration: 


The unanimous judgment of those respon- 
sible for our country’s defense, which judg- 
ment the majority of the committee accepts, 
is that the danger threatening the security 
of the United States may be of long dura- 
tion. The Congress cannot take chances with 


the future of our country. All power plants — 


take considerable time to build, just as bat- 
tleships take years to build. We are building 
a 2-ocean Navy, and we must start this 
project immediately. 

As for the diversion of vital ma- 
terials to a project of this nature, the 
committee majority held that ‘most of 
them, like cement, raise no difficulties” 
—that the few involving national de- 
fense material, like steel, ‘are needed 
in such small quantities as to make lit- 
tle difference.” Moreover, there are 
still millions of unemployed, and “only 
10,000 men for the most part semi- 
skilled and unskilled workers”’ will be 
needed to build the St. Lawrence. 

These views will undoubtedly be 
music to small manufacturers and their 
employees from New York to San 
Francisco who are having their plants 
closed, their jobs wrecked by inability 
to obtain steel, copper, brass, or even 
national defense contracts. 


ment of St. Lawrence, since power cannot be obtained from 


q “THE national defense power shortage ‘requires’ develop- 


steam plants, because the 2-ocean Navy and enlargement of 
existing steam plants are taking up all available turbines. 
St. Lawrence power can be developed cheaper than anywhere 
else in the United States, for 1.7 mills per kilowatt hour, com- 
pared with 4 mills for steam-generated power ‘in the most 


modern plant in this vicinity. 
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HE committee minority, led by 

Representative Beiter, has drawn 
the lines for one of the hottest fights the 
House has had when the St. Lawrence 
is taken up. It will be a hot fight, and 
the issue is still far from decided, de- 
§ pending upon how much administra- 
tion pressure is brought to bear upon 
House members, how much argument 
is weighted against the project. In this 
instance, however, the acceptance or 
repudiation of the administration for- 
eign policy is not involved as it was 
in amendment of the Neutrality Act. 
Hence, House members feel freer in 
expressing their opposition and voting 
their convictions. 

In 26 strongly worded pages of dis- 
sent, the minority very effectively 
marshaled a strong argument against 
the development of the seaway, now 
or in the future. 

These arguments will be threshed 
and rethreshed, winnowed and flailed 
in the coming debate in Congress. The 
House has been showing increasing 
signs of revolt against administration 
measures, and it is not at all improb- 
able that the project will be rejected. 
What are these arguments of the mi- 
nority of the committee? 

The St. Lawrence should be consid- 
ered without subterfuge as the subject 
of a treaty requiring Senate ratification 
by a two-thirds majority, not as an 
agreement to be legalized in an omni- 
bus rivers and harbors bill. 


I’ national defense power is the jus- 
tification for the project, that can 
quickly be developed by increasing the 
flow into the Niagara Falls turbines 
to produce 1,120,000,000 additional 
kilowatt hours ; by expanding the plant 
at Oswego, New York, to supply an ad- 


ditional 321,000 horsepower of energy ; 
by expanding the power output at 
Beauharnois in the Canadian section of 
the St. Lawrence near the Interna- 
tional Rapids ; by expanding the power 
development at the Carillion plant on 
the Ottawa river. 

Moreover, “it is obvious,” said the 
minority, “that our problem of elec- 
trical energy will have to be vastly in- 
creased above the present output be- 
fore the proposed power plant in the 
St. Lawrence could be completed .. . 
Before the power plant can be com- 
pleted, we will, according to the Office 
of Production Management, have 
passed the peak of our defense effort. 
. .. It appears to us to be a most un- 
wise proceeding for the government 
to enter into the expenditure of mil- 
lions of dollars in the construction of 
a plant which cannot be productive for 
at least four years when such expendi- 
ture could be applied to production 
when and where it is urgently re- 
quired.” 

In other words, if time is of the es- 
sence, expand quickly the output in the 
existing hydroelectric plants rather 
than start building a project that can- 
not turn out a sizable spark for four 
years. 


HERE is also, said the minority, the 

very grave possibility of dispute 

and litigation with the New York 
Power Authority over the ownership 
and distribution of the power. The bill, 
the minority pointed out, provides that 
the $93,375,000 contribution to be 
made by the Power Authority is to be 
paid originally by the Federal govern- 
ment, then amortized at 3 per cent over 
a 50-year period, the payments coming 
from the earnings of the plant. In 
JAN. 1, 1942 





PUBLIC UTILITIES FORTNIGHTLY 





Economic Benefits of Project 


on of economic benefits, there would accrue from the 
project losses to agriculture, industry, coal mining, port in- 
terests along the Atlantic and Gulf coasts (like Boston, Baltimore, 
New York, Buffalo, New Orleans), the iron mines of the interior, 
and transportation facilities, while the vast interior market would be 
opened up to competition with cheap labor goods from Europe, 
South America, and Asia, hauled inland by freighter over the water 
route.” 





other words, the Federal government 
takes a promise to pay in return for 
surrender of authority over the power 
output. 

As for expanding the Great Lakes 
shipbuilding, the minority report 
stressed that the waterway would not 
be completed until long after the emer- 
gency is over, and that “the Great 
Lakes yards could contribute no more 
to defense in the way of naval con- 
struction than they are now contribut- 
ing in the construction of submarines, 
mine sweepers, trawlers, mine layers, 
and destroyers.” In other words, “they 
are now engaged to capacity in building 
vessels and merchant ships for use in 
lake trade.” 

The seaway, with its locks in the 
International Rapids section 250 miles 
from sea, would be “particularly vul- 
nerable to aerial attack,” and “the de- 
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struction of any of these canals (or the 
locks) ... would destroy the usefulness 
of the entire waterway.” Likewise, a 
well-aimed bomb would knock out the 
power plant, “not only would tie up the 
waterway but would deprive a great in- 
dustrial area of power.” 

“It is our firm conviction that the 
degree of vulnerability of the St. Law- 
rence project to attack from the air and 
sabotage is so great that its completion 
would constitute a menace to national 
defense by making defense more diffi- 
cult and costly and by inviting rather 
than repelling attack.” 


HE St. Lawrence is frozen five 

months each year and “a combat- 

ant ship frozen in the ice is not a de- 
fense asset.” 

The minority made the point also 

that with the St. Lawrence completed 
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would come other demands for an- 
cillary projects that “will unquestion- 
ably bring the total cost to an amount 
in excess of one billion dollars,” and 
that there “can be no possible justifica- 
tion” of the diversion of 130,000 tons 
of sorely needed steel from Navy yards 
and gun factories to install the St. Law- 
rence works. 

As for the economic benefits, the 
minority of the committee strenuously 
disputed those who argue that it would 
be a bonanza. 

Instead of economic benefits, there 
would accrue from the project losses 
to agriculture, industry, coal mining, 
port interests along the Atlantic and 
Gulf coasts (like Boston, Baltimore, 
New York, Buffalo, New Orleans), the 
iron mines of the interior, and trans- 
portation facilities, while the vast in- 
terior market would be opened up to 
competition with cheap labor goods 
from Europe, South America, and 
Asia, hauled inland by freighter over 
the water route. This would offset any 
benefits from the cheaper transporta- 
tion afforded American producers, the 
dissenting report held. 


a aaweganeeaias of the project,” said 
the minority, “conceded loss in 
various directions, particularly in di- 
version of trade from Atlantic ocean 
and Gulf ports, but they argue that 
such losses would be more than offset 
by increased business and industrial 
expansion incident to operation of the 
waterway and power plant. The record, 
however, does not contain credible evi- 
dence that such gains would ensue. 
There is much evidence indeed that the 
higher the rate of operation of the 
waterway, the greater would be the loss 
to our chief industries. 


“The fundamental point which the 
proponents fail to take into account is 
the fact that to the extent to which the 
waterway might be used in export bus- 
iness, it would be used by foreign pro- 
ducers to flood our markets with the 
products of their low-cost and low- 
wage production, and that such pro- 
ducts would be largely coal, oil, iron 
ore, pig iron, steel billets, and particu- 
larly fabricated iron and steel and agri- 
cultural and dairy products. 

“The net effect of the operation of 
the waterway and power project would 
be curtailment of industry, commerce, 
and transportation, with resultant seri- 
ous loss to capital, labor, and the con- 
suming public. Such loss would spread 
throughout the country, a fact which 
emphasizes the discriminatory char- 
acter of this undertaking.” 


HE minority makes another point 
that Congress, should it pass the 
bill and thus approve the St. Lawrence 
project as provided in the U. S.-Ca- 
nadian agreement, would “surrender 
the sovereignty” of the U. S. over 
Lake Michigan. The U. S., said 
Beiter’s dissenting report, has always 
insisted on its right to control the wa- 
ters of that lake, and under a 1930 
Supreme Court decision the diversion 
of Lake Michigan water at Chicago 
was limited to 1,500 cubic feet per sec- 
ond plus pumpage. Article 8 of the 
agreement, however, provides that any 
diversion greater than that provided 
in the two countries on January 1, 
1940, shall be subject to negotiation, 
upon proper representations, and final- 
ly, if an agreement is impossible, shall 
be decided by arbitration. 
“The agreement clearly confers 
upon a foreign power the fate of fu- 
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ture waterway development (by di- 
verting a greater supply of water) in 
the Mississippi valley,” the dissenting 
committeemen ruled. 

“The taxpayers in their determina- 
tion to provide the immediate needs of 
defense are making great sacrifices in 
the most patriotic spirit,” the minority 
pointed out. “Undoubtedly, as the de- 
fense program expands further sacri- 
fices will be required of them. They 
should not be called upon to contribute 
to this or any other nonessential proj- 
ect not immediately vital to the na- 
tional security.” 


Ht de then, is the question squarely 
before Congress: Shall the tax- 
payers already making “great sacrifices 
in the most patriotic spirit” be called 
upon to cough up for projects of such 
nebulous value to the defense efforts? 
Should Congress at this time—or any 
other—pass a billion dollar pork barrel 
bill? As to the majority argument that 
appropriations will not be asked for 
many projects, the minority adequate- 
ly replied: “Authorization is the first 
step to appropriation. If appropriations 
are not to follow, no defense can be 
given to making the authorization.” 





The Battle for Freedom 


a p> first trench in the battle for the four freedoms is to 
maintain them in America. That rests upon fidelity not only 
to the letter, but to the spirit, of constitutional government. Failure 
of Congress to assert its responsibilities or for the Executive to take 
warlike steps without the approval of the Congress is a direct de- 
struction of the safeguards of freedom. We are on the way to 
weaken these freedoms in America—not to strengthen them. 

“Freedom of speech and expression are being stifled by war 
phobia right now in the United States. 

“Incidentally, there is a fifth freedom, That is economic freedom. 
Freedom for men to choose their own callings, to accumulate prop- 
erty in protection of their children and old age, freedom of private 
enterprise that does not injure others. The other four freedoms 
will not survive without this one. 

“A large number of the men administering our preparedness pro- 
gram do not believe in this freedom. With a long war—and it will 
be long if we put our boys into it—then their methods with the in- 
evitable debt, inflation, unemployment, and demoralized agriculture 
will make us over into state socialism, probably under some other 
name. 


a st lr l Tl lCt(‘i<CtC ee 


—HErRBERT Hoover, 
Former President of the United States. 
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What Values Exist in Holding 


Company Securities? 
Part II. Utility Securities in a Changing World 


In the previous article in this series (see Pustic UTILITIES 

FoRTNIGHTLY, VoL. XXVIII, page 806, December 18, 1941, 

issue) the author discusses first principles involved in the evalu- 

ation of securities. In this article he considers such questions as 

what the future financial and investment set-up may be; what 

part the government may play and what may be considered a fair 
return under changed economic conditions. 


By FERGUS J. McDIARMID 


N this period of world turmoil a 
I strictly localized approach to the 
subject of public utility analysis 
leaves a large part of the horizon un- 
explored. One may analyze territories, 
dig into earnings histories and trends, 
produce operating ratios, and make all 
manner of finely drawn statistical cal- 
culations, and still end up with a pic- 
ture which is surprisingly incomplete. 
This is because a goodly proportion of 
the factors likely to determine the eco- 
nomic and financial condition of utili- 
ties in the future is entirely removed 
from the immediate field of utility op- 
erations. These utilities must operate 
within the framework of our economic 
and political system and the nature of 
this framework in future will have a 
great deal to do with their fortunes. 
These outside factors are almost im- 


21 


possible to appraise with any degree of 
exactness, but the analyst who ignores 
them entirely is doing a most incom- 
plete, not to say lazy, job. Here are 
some of the points on which I would 
like to speculate with a view to forming 
some opinions, however nebulous they 
may be. What in rough outline will be 
the shape of our future financial and 
investment set-up? What part is the 
government likely to play in the in- 
vestment picture of the future in which 
our utilities will have to operate ? What 
will be considered a fair return on in- 
vested capital in the future and particu- 
larly capital invested in the utility in- 
dustry? Are the utilities likely to be 
able to get rate increases to compen- 
sate for rising operating costs and 
taxes? 

This assignment is so broad that an 
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immediate temptation arises to go out 
and have a few beers and forget it all. 
Any attempt to handle it is likely to 
ramble a good deal and to drift into 
channels which seem to be rather far 
removed from the immediate subject 
of public utility affairs. Also, one is 
forced to speculate rather broadly, to 
go out on a limb, so to speak. The writ- 
er suffers moreover from the disability 
—or is it a disability’—of having to 
evolve his ideas rather close to the In- 
diana soil, and of having no access to 
keyholes in Washington or elsewhere. 
Such a circumstance, however, may 
contribute toward an objective view of 
things. 


NX the present time this country has 
rapidly changed over from a 
peace to a war economy. In an ad- 
vanced economy such as ours, this 
change is likely to be revolutionary, not 
only in an industrial but also in a fi- 
nancial sense. Just how revolutionary it 
will be may be judged from the experi- 
ence of our northern neighbor which 
has advanced somewhat farther down 
this road than we have. As a matter 
of fact, the train of thought that gave 
rise to this article originated on a trip 
to Toronto in early June, at the time 
the last Canadian war loan—the third 
one—was getting under way. In the 
course of this campaign, $736,000,000 
of promises to pay of the Dominion 
government passed into the hands of 
investors. On a per capita basis this 
was the equivalent of about $9,000,- 
000,000 in the United States, or an 
amount considerably greater than the 
debt of all of our electric and telephone 
utilities combined. 

The thing which impressed me the 
most in Toronto at that time was a 
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large flood-lit banner up on the tower 
of the city hall announcing that Toron- 
to’s share of the loan was $180,000,- 
000. This was equivalent to over $200 
per capita of the city’s population, 
which is equal to the entire municipal 
debt of such heavily bonded American 
cities as Buffalo and Philadelphia. Or, 
looking at the matter in another way, 
the amount which Toronto set out to 
raise through this loan — and did 
raise—was equal to the total cost, with- 
out any deduction for depreciation, of 
the five major utility properties serving 
the city—electric, gas, transportation, 
water, and telephone. Thus do the de- 
mands of war finance tend to dwarf 
the requirements of even the largest 
peace-time civilian enterprises. Bear in 
mind too, that this loan is expected to 
meet the financial requirements of the 
Canadian government for a scant six 
months. Another loan was expected to 
be made by the end of the year which 
wasn’t to be any smaller. 


F esaal such a scale of arms finance to 
our own situation and, assuming 
it to be prolonged over a period of 
years, it will revolutionize our system 
of finance capitalism. To comprehend 
this fully, one must realize that there 
are two classes of engraved paper 
which people have come to look upon as 
financial wealth. The first of these con- 
sists mainly of the securities of private 
enterprise, which are related in their 
amount to tangible property values. 
Their creation is supposed to bring in- 
to being real wealth, with earning 
power sufficient to support them and 
eventually retire them. In this class fall 
public utility securities and real estate 
mortgages. We might also include mu- 
nicipal bonds sold to finance lasting 
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public improvements. The other class 
of paper is represented by government 
bonds and notes, whose security or 
amount is not based upon tangible 
property but upon taxing power, or 
borrowing power, or the ability to cre- 
ate money. 

At an earlier period in the history of 
our capitalistic system the volume of 
the first type of securities was entirely 
dominant. Back in 1912 the volume of 
railroad bonds alone was over nine 
times that of Federal government 
bonds. As recently as 1930, the debt of 
the railroads and electric utilities taken 
together was greater than that of the 
Federal government. Since that time, 
however, the volume of securities 
based upon private enterprise and pri- 
vate property has declined—the long- 
term private debt has shrunk by one- 
sixth, to a level of about $73,000,000,- 
000, while the Federal debt has trebled. 
Now they are talking about a defense 
program to cost anywhere from $40,- 
000,000,000 to $150,000,000,000, a 
large part of the cost of which will be 
covered by borrowing. Such estimates, 
however, do not mean a great deal, for 
in the fierce crucible of war they have 
a habit of multiplying. By the time the 
present crisis is over, it is very likely 
that the volume of Federal govern- 
ment securities outstanding will ma- 
terially exceed all other types of finan- 
cial wealth combined. The paper of 
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the national government will become 
the dominant field for investment by 
individuals and financial institutions. 
it is reasonable to expect that two 

things will be necessary to make 
bearable this huge volume of new debt. 
One of these is a moderately higher 
level of prices after the war, than that 
prevailing before. Also we shall have 
to have a comparatively low rate of 
interest on this debt. It seems to me 
that the rate of interest born by this 
huge volume of new public debt will 
have a good deal to do with formulat- 
ing ideas as to what constitutes a fair 
return on invested capital in future. 
At the present time, the United States 
government is able to borrow on a fair- 
ly long-term basis at an interest rate 
considerably under 23 per cent. More- 
over, it has been the experience of other 
governments, including those of Great 
Britain, Canada, and Germany, that as 
the process of war finance progressed 
the rate of interest paid on new borrow- 
ing went down, and not up. If then, 
as now seems likely, United States 
government bonds are distributed far 
and wide among all classes of investors, 
including many who never invested be- 
fore, to yield 24 per cent or even less, 
isn’t it going to affect profoundly the 
mass opinion of our people as to what 
constitutes a fair rate of return on in- 
vested capital? Isn’t there at least a 


“AT the present time this country has rapidly changed over 
from a peace to a war economy. In an advanced economy 
such as ours, this change is likely to be revolutionary, not only 
in an industrial but also in a financial sense. Just how 
revolutionary it will be may be judged from the experience 
of our northern neighbor which has advanced somewhat 
farther down this road than we have.” 
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pretty fair chance that an over-all re- 
turn of 6 per cent on capital employed 
in a monopolistic enterprise will be 
deemed too high? Such a rate might 
appear very seriously out of line with 
that being paid on the great bulk of ex- 
isting paper wealth, even taking into 
account the relative risks involved. 
Nor is it necessary to project one- 
self into the future to find reason to 
think along these lines. All around us 
we see municipalities, some of them 
quite small, financing their water and 
light plants on interest bases which 
yield 3 per cent or less to the investor. 
Many of such municipally owned situa- 
tions are bonded up to 100 per cent of 
their value. It is quite true that some 
purchasers of these bonds are much in- 
fluenced by the tax-exempt feature, but 
financial institutions to which this 


feature means nothing are also heavy 


buyers of these bonds. Then we have 
the spectacle of long-term, high-grade 
private utility bonds selling to yield 
about 2.6 per cent. 


HE mere fact that a utility has 
been able to refund its bonds, 
normally representing at least half of 
its capital structure, on an interest cost 
basis of 3 per cent or less would make 
an over-all rate of return of 6 per cent 
or more appear high in the eyes of 
many. It is the equivalent of a return 
of 9 per cent or more on that part of 
the capital structure not represented 
by bonds. The contrast between such 
a return and that paid on the bonds is 
simply too great, considering that both 
are securities of the same enterprise. 
One facet of our economy which as- 
sumes great importance to our utiliti- 
ties is the price level, and, more particu- 
larly, its future trend. This is because 
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the utilities sell their product at a fixed 
price, and any sharp increase in prices 
normally means either rate increases 
or lower earnings. We have already ex- 
perienced some increase in prices. An 
index of wholesale prices in this coun- 
try has risen 22 per cent since the war 
began. It will be strange if some further 
substantial increase is not experienced. 
Even in countries where a most serious 
attempt has been made to stabilize 
prices in the last two years, England 
and Germany for example, the attempt 
has not been too successful. During 
over two years of war, England has 
been unable to stabilize wages which 
are the most important single ingredi- 
ent of the price structure. Even so, 
there is room to hope that owing to the 
more complete understanding of the 
need for price control, and superior 
mechanisms for such control, runaway 
price inflation as took place during the 
last war will be avoided. 


AKING a longer view, the London 

Economist, which has been more 
often right than wrong, predicted that 
after this war, prices would resume the 
slow upward movement which has ex- 
isted down through the centuries with 
the exception of the hundred years end- 
ing about 1931. This hundred years, 
said the Economist, was the period of 
international gold standard which ex- 
ercised a stabilizing and somewhat de- 
pressing influence on prices. After this 
war, the Economist definitely feels that 
this standard will not be réestablished, 
for one reason, because no other cur- 
rency will be able to look the American 
dollar in the face. Also, some increase 
in prices will be necessary to make 
bearable the huge volume of money 
debt now being created. ~ 
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Debt of Railroads and Electric Utilities 


66 As recently as 1930, the debt of the railroads and electric utilt- 

ties taken together was greater than that of the Federal 

government. Since that time ... the volume of securities based upon 

private enterprise and private property has declined—the long-term 

private debt has shrunk by one-sixth, to a level of about $73,000,- 
000,000, while the Federal debt has trebled.” 





Having theorized at some length let 
us now consider the possible impact of 
these ideas upon utility earnings. The 
question probably uppermost in the 
minds of utility investors today con- 
cerns the ability of utilities to deal with 
rising costs. Will they be able to ob- 
tain compensatory rate increases and, 
if so, under what conditions ? 

Before tackling this highly specula- 
tive subject let us see what has recent- 
ly been happening to utility earnings. 
The writer recently made a brief study 
of the earnings trend of a number of 
large systems comprising a fair cross 
section of the country’s electric utility 
industry, and making up about one- 
third of that industry. For the year 
ending with August, 1941, the gross 
revenue of these companies was about 
8 per cent higher than in the preced- 
ing year. Net earnings taken before 
depreciation, and before income and 
excess profits taxes, had risen by an ap- 
proximately equal proportion. In this 
period these companies were able to 


convert about half of their increase in 
gross into net before income taxes. 


C features of this record are 
mildly encouraging. It gives us 
reason to hope that the large growth 
factor in the utility industry, particu- 
larly in its electric and telephone divi- 
sions, will serve to offset rising costs 
and prevent the absolute level of net 
earnings, before income tax, from sag- 
ging. This hope exists even if it be as- 
sumed that rate increases will not be 
forthcoming, for the growth element 
in such times as these is particularly 
large. 

However, earnings taken after in- 
come tax have a less favorable outlook. 
For the group of systems referred to 
above such earnings declined 2 per cent 
in the period studied. The factor main- 
ly responsible for this, in spite of a 
substantial rise in gross, was a 96 per 
cent increase in income and excess 
profits taxes. This ciearly raises the 
question as to whether earnings should 
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Rates of Return Earned in 1940 by 


Lowest 
sefore income taxes 6.5% 
After income taxes 5.7% 


e 


be considered before or after such taxes 
in computing the rate of return being 
earned on a given rate base. In other 
words, should a utility have the right 
to pass on to the consumers, in the form 
of rate increases, the cost of taxes 
levied on its net earnings ? 

The great importance of this rather 
prosaic matter is clearly revealed by a 
further bit of research. This involved 
calculating the rates of return earned in 
1940 by fifteen large utilities doing 
very largely an electric business, and 
selected more or less at random but 
with some view to territorial diversi- 
fication. The rate base used was the 
original cost of the properties, or a 
reasonable approximation thereto, less 
a uniform deduction of 15 per cent to 
allow for depreciation, and with net 
working capital added. Net earnings 
were taken from the income accounts 
both before and after the payment of 
income and excess profits taxes. The 
results may be summarized as out- 
lined above. 

It will be noted in the first place that 
income taxes make a difference of fully 
14 per cent in the average rate of re- 
turn earned. This was on the basis of 
1940 taxes. With higher present and 
future rates of taxation this difference 
will increase. 


ieee the rather rough and 
ready nature of these figures, | 
think they point to one other thing. 
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15 Utilities 
Highest Average 
11.6% 8.8% 
10.1% 7.3% 


They indicate the rather high rate of re- 
turn, especially before income taxes, be- 
ing earned by electric, and probably 
some other types of utilities, as a class. 
It would seem common sense, in view 
of what has gone before, to assume that 
such earnings will have to fall very sub- 
stantially below their present levels be- 
fore a very good case can be made for 
compensatory rate increases. This will 
be especially true if regulatory bodies 
give their principal attention to rates 
of return before income taxes. Of 
course the situations of individual util- 
ities differ widely. 

In somewhat different circumstance 
than the electric utilities are many com- 
panies supplying artificial gas. These 
companies are particularly vulnerable 
to a rising price level because of the 
high proportion of their gross revenue 
which is already consumed by operat- 
ing expenses. Also, such utilities as a 
class are earning a rather modest re- 
turn on their property investment. 
However, there is room to doubt 
whether a rate increase would solve the 
problem of such companies as it would 
hurt their competitive position, partic- 
ularly with the electric industry. 

At this point, I would like to devote 
considerable attention to a trend with- 
in our financial system which has al- 
ready progressed a considerable dis- 
tance and which gives every indication 
of going a great deal farther. This 
trend is almost revolutionary in its na- 
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ture, and it is pretty certain to have 
considerable influence upon public 
utility finance. I refer to the tendency 
of public credit, or more specifically the 
credit of the Federal government to 
displace private credit as an instrument 
of finance. 


= movement got its start about 
a decade ago with the formation 
of the Reconstruction Finance Corpo- 
ration to make loans to old and new en- 
terprises to whom private credit was 
not forthcoming. The establishment 
of HOLC to take over distressed mort- 
gages was another step in the same di- 
rection. However it was the present 
national emergency or defense pro- 
gram which pushed forward this 
change at a whirlwind pace. The pres- 
ent huge expansion in the country’s 
industrial capacity is being financed 
very largely out of government ad- 
vances in one form or another and not 
through the ability of private enter- 
prise to raise funds in the capital mar- 
ket. 

Something has happened to the 
structure of private capitalism in this 
country during the last decade or so, 
which has made it less able to fulfill its 
old function of originating and foster- 
ing new enterprise. The driving force 
behind this change is the craving of in- 
vestors for security even above profit, 
and an increasing proportion of the na- 


tion’s savings has flowed into financial 
institutions where they take on the 
form of trust funds. In that form such 
savings have engaged in a mad scram- 
ble for a strictly limited volume of ex- 
isting so-called “safe” bonds, chiefly 
utility bonds, and, driving the yields 
thereon to ridiculously low levels, they 
have piled up in the form of cash, or 
spilled over into government bonds. 
One of the chief characteristics of such 
trust funds is that their investment in 
private enterprise is restricted by law 
to established companies with success- 
ful earnings records. Life insurance 
funds, as their investment is now re- 
stricted, could never have been used 
to throw the tracks of the Union Pacif- 
ic across the West, and savings bank 
deposits could not have financed the 
first electric installations at Niagara. 


"Eg iri if a limited amount of 
savings is thus restricted no 
harm is done. However, during the last 
twenty years and more, particularly the 
last ten years, the volume of such trust 
funds has grown much more rapidly 
than other factors relating to our na- 
tional economy. Such funds have in- 
creased at a much faster rate than 
either the nation’s population or wealth. 
A visible effect of this is the great di- 
vergence in yield between the bonds of 
utilities which are eligible for trust 
fund investments and the stocks of the 


e 


fairly long-term basis at an interest rate considerably under 


q “. .. the United States government 1s able to borrow on a 


24 per cent. Moreover, it has been the experience of other 
governments, including those of Great Britain, Canada, and 
Germany, that as the process of war finance progressed the 
rate of interest paid on new borrowing went down, and 


not up.” 
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same utilities which are not. Is it not 
rather to be expected that if an unduly 
large part of the nation’s savings is 
pushed into channels where they can 
no longer finance new enterprise, and 
must seek to avoid risk as much as 
possible, that this will exercise a brak- 
ing influence on our economy ? 

And alongside of this trend I would 
ask you to consider one other which is 
world wide. This is the tendency of 
people to lose patience with purely fi- 
nancial reasons as to why objectives 
otherwise desirable shall not be at- 
tained. In the last decade they have seen 
a nation supposed to be bankrupt, pos- 
sessing no external credit and very lit- 
tle gold, build up the greatest and most 
expensive military machine in history. 
Now they are being given a great dem- 
onstration in our own country of enor- 
mous production created by a vast pro- 
gram of government borrowing and 
spending, or, if you will permit use of 
the expression, government “invest- 
ing.” Also likely to be soon impressive- 
ly proven is the tremendous potential 
capacity of modern America to save or 
accumulate capital. 


_ is quite true that much of the pres- 
ent “investment” is being made in 
things which do nothing to raise our 
standard of living, but inevitably a 
great many people must be asking why 
the same productive effort could not be 
marshaled on behalf of production for 
peace. And these people are likely to 
prove more than a little impatient of 
the working of a system of private fi- 
nance capitalism which stands in the 
way of this. Such at least is the opinion 
of the London Economist, as authori- 
tative and sound a periodical in its field 
as exists in the English-speaking world. 
JAN. 1, 1942 


I quote from a recent article therein: 
“The world is showing an unmistak- 
able tendency to argue that, if a thing 
is physically possible, whether it be 
fighting a war or removing unemploy- 
ment, it must not be stopped by consid- 
erations of ‘sound finance’ alone. In 
war finance is manifestly a mere camp 
follower, and the tendency is to reduce 
it to dependent status in peace as well.” 

I do not think that when the present 
show is over our people will be content 
to sit shabbily on the curb waiting for 
prosperity to emerge from around the 
corner. They will be impatient of theor- 
ists who try to point out that ours is a 
mature economy with diminishing op- 
portunities for capital investment. For 
we can see all around us, places where 
such capital might be used to improve 
the general well being. It is a depress- 
ing but rather obvious fact, that large 
fractions of the built-up areas of our 
cities are turning to slums. The rebuild- 
ing of such areas could absorb large 
volumes of capital, but such invest- 
ment is hardly likely to harvest a re- 
turn of 6 per cent. Another such chan- 
nel for savings absorption would be 
the improvement and reéquipment of 
our transportation systems, including 
our railroads. But our railroads as a 
group are not earning an over-all rate 
of return on their investment of over 
3 per cent, and their long-term outlook 
promises no improvement. 


[ private capital finds itself, in fu- 
ture, unable or unwilling to supply 
such fields at the rates of return of- 
fered, I believe that there will be an 
irresistible demand that public credit 
be used to keep the nation’s savings 
flowing into channels of general use- 
fulness. If we have now reached a point 
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in the evolution of our economic sys- 
tem when a considerable part of the 
nation’s savings can only see its way 
clear to go into useful employment un- 
der the shelter of a government guar- 
anty, then such a guaranty will prob- 
ably be forthcoming. 

As one of the largest consumers of 
investment capital in the country it is 
scarcely likely that the utilities would 
remain unaffected by such a trend. Al- 
ready we have observed the precedent 
of RFC loans to certain electric utili- 
ties whose credit standing supposedly 
would not allow them to borrow advan- 
tageously through the usual channels 
of private finance in order that certain 
necessary expansion of facilities might 
take place. It is pretty clearly under- 
stood that the same government agen- 
cy stands ready to supply financing to 
any other utility which finds itself in 
a similar predicament, during the pres- 
ent emergency period at least. There 
have even been indications that the 
RFC stood ready to bid competitively 
for certain utility bonds which had no 
difficulty in finding their way into pri- 
vate channels. 

Utility finance through a govern- 
ment agency finds its clearest social and 
economic justification in those divi- 
sions of the utility industry whose earn- 
ings outlook does not tend to attract 
private capital. Urban transportation 
is such a division, and I have particu- 
larly in mind such systems as the Chi- 
cago Elevated. This essential trans- 
portation system has for a long time 
been in need of new equipment which it 
has not been able to obtain because 
of financial considerations alone. 


A TENDENCY for the government 
to provide utility financing on a 
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large scale would play hob with one 
important regulatory principle. This 
is the idea that the utilities are entitled 
to earn such a rate of return on their 
property investments as will enable 
them to attract private capital in the 
money. markets. If a government agen- 
cy stands ready to supply such capital 
the argument for such a level of earn- 
ings loses much of its force. 

What concrete ideas may the utility 
investor draw from this admittedly 
highly speculative article? In the first 
place, it seems advisable not to count 
too heavily on the rates of return now 
being earned on utility properties con- 
tinuing very far into the future. The 
conception as to what constitutes a fair 
rate of return is likely to be consider- 
ably lower in the future than in the past. 
A substantial further rise in prices and 
costs seems probable, and this higher 
level may well prove permanent. In 
view of the high rates of return now 
being earned by many utilities, partic- 
ularly in the electric field, it seems like- 
ly that such earnings would have to 
decline very substantially before there 
would be a reasonable chance for com- 
pensating rate increases. This is par- 
ticularly true if the rate of return be- 
fore deducting income tax be viewed as 
the proper criterion of utility earnings. 
To date the most depressive factor op- 
erating on utility earnings has not been 
increased operating costs so much as 
sharply higher income tax levies. 


N this article, too, I have dealt with 
the tendency for public credit to re- 
place private credit and the forces be- 
hind it. This trend, if carried to ex- 
tremes, is capable of revolutionizing 
our financial system, including utility 
finance. 
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Wire and Wireless 
Communication 


HE introduction of bills to authorize 

the Federal government to take over 
control of the national telephone and tele- 
graph systems overshadowed all other 
developments in the field of communica- 
tions during the month of December. 
Companion bills were introduced by the 
chairman of the Senate Committee on 
Interstate Commerce, Senator Wheeler 
of Montana, and the chairman of the 
House Committee on Interstate and 
Foreign Commerce, Representative Lea 
of California. 

The text of Senator Wheeler’s bill 
(S. 2123), which he frankly stated was 
introduced by him, on December 12th, 
by request, is as follows: 

A BILL 

To amend §606(c) of the Communica- 
tions Act for the purpose of including com- 
munications by wire. 

Be it enacted by the Senate and House 
of Representatives of the United States of 
America in Congress assembled, That 
§606(c) of the Communications ‘Act of 
1934, approved June 19, 1934 (48 Stat 1104; 

C, 1934 edition, title 47, §606(c) ), as 
amended, is hereby amended to read as fol- 
lows: 

“Upon proclamation by the President that 
there exists war or a threat of war or a 
state of public peril or disaster or other na- 
tional emergency, or in order to preserve 
the neutrality of the United States, the Pres- 
ident may suspend or amend, for such time 
as he may see fit, the rules and regulations 
applicable to any or all facilities or stations 
for wire or radio communication within the 
jurisdiction of the United States as pre- 
scribed by the commission, and may cause 
the closing of any facility or station for 
wire or radio communication and the re- 
moval therefrom of its apparatus and equip- 
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ment, or he may authorize the use or con- 
trol of any such facility or station and/or 
its apparatus and equipment by any depart- 
ment of the government under such regula- 
tions as he may prescribe, upon just com- 
pensation to the owners.’ 

The effect of this measure would be 
to give the Federal government the same 
broad power to take over telephone and 
telegraph facilities as it now possesses 
with respect to radio broadcasting. As 
the Communications Act is now in effect, 
the government has only very limited 
powers over the communications car- 
riers. (See page 40.) 


HAT worries the telephone and 
telegraph men is the fact that the 
Wheeler bill does not contain any 
very definite commitment for the return 
of the communications systems to private 
management after the emergency has 
passed, assuming that the government 
would find it necessary to take over ac- 
tive control under authority of the pro- 
posed legislation. Doubtless in anticipa- 
tion of such objection, Representative 
Lea on December 17th introduced a sec- 
ond bill (H.R. 6263) which would add a 
fifth paragraph to that section—$ 606(e), 
specifically applying to wire communica- 
tions. The authority under this second 
Lea bill could be exercised “during a 
period ending not later than six months 
after the termination of such state or 
threat of war or not later than such earli- 
er date as the Congress by concurrent 
resolution may designate... 
It was noted that Senator Wheeler’s 
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bill does not include the very definite safe- 
guards which were contained in the legis- 
lation enacted by Congress during World 
War I in a joint resolution of July 16, 
1918. The text of the 1918 resolution 
was as follows: 


Resolved by the Senate and House of 
Representatives of the United States of 
America in Congress assembled, 

That the President during the continuance 
of the present war is authorized and em- 
powered, whenever he shall deem it neces- 
sary for the national security or defense, 
to supervise or to take possession and as- 
sume control of any telegraph, telephone, 
marine cable, or radio system or systems, 
or any part thereof, and to operate the same 
in such manner as may be needful or desir- 
able for the duration of the war, which 
supervision, possession, control, or operation 
shall not extend beyond the date of the 
proclamation by the President of the ex- 
change of ratifications of the treaty of peace: 
Provided, That just compensation shall be 
made for such supervision, possession, con- 
trol, or operation, to be determined by the 
President; and if the amount thereof, so 
determined by the President, is unsatisfac- 
tory to the person entitled to receive the 
same, such person shall be paid 75 per cent of 
the amount so determined by the President 
and shall be entitled to sue the United States 
to recover such further sum as, added to 
said 75 per cent, will make up such amount 
as will be just compensation therefor, in 
the manner provided for by § 24 f 20, and 
§ 145 of the Judicial Code: Provided fur- 
ther, that nothing in this act shall be con- 
strued to amend, repeal, impair, or affect ex- 
isting laws or powers of the states in relation 
to taxation or the lawful police regulations 
of the several states, except wherein such 
laws, powers, or regulations may affect the 
transmission of government communica- 
tions, or the issue of stocks and bonds by 

such system or systems. 


As a matter of fact, the United States 
government did not even wait for the 
formal declaration of peace to make the 
return of the telephone and telegraph 
companies to private management ef- 
fective. Special legislation was enacted 
in 1919 which provided for such return 
of the communications systems to their 
owners. 


INCE the proposed legislation is com- 
monly reported to have emanated 


from the Defense Communications 
Board (organized by Chairman Fly of 
the FCC under authority of a presiden- 
tial proclamation), it was assumed that 


the second Lea bill would be hastily ap- 
proved by Congress. 

It was further assumed that if the 
Wheeler-Lea bills are enacted and if the 
President does see fit to exercise authori- 
ty to take over the wire communication 
systems, they will not be placed under 
the control of the Post Master General, 
as was done during World War I. They 
would probably be placed under some 
special operating official, such as a Co- 
ordinator of Communications, who 
would function under control of, or at 
least in harmony with, the Defense Com- 
munications Board. 

Again reverting to World War I ex- 
perience along this line, the proclamation 
of President Wilson, dated July 22nd, 
delegated the supervision of telephone 
and telegraph systems to the then Post 
Master General, Albert S. Burleson. The 
following day, July 23, 1918, the Post 
Master General created a committee “for 
the governmental management, opera- 
tion, and control of the telephone and 
telegraph systems covered by the procla- 
mation of the President.” The committee 
included, in addition to the Post Master 
General as chairman, First Assistant 
Post Master General John C. Koons, a 
member of the United States Tariff Com- 
mission, David J. Lewis (now a member 
of the National Mediation Board), and 
the solicitor of the Post Office Depart- 
ment, William H. Lamar. Actually, 
Messrs. Koons, Lewis, and Lamar ex- 
ercised the government authority. 

Another sore point in the proposed 
Wheeler-Lea bills is the reference to 
“just compensation” to the owners. In 
view of the hasty action of the House 
membership in approving the second Lea 
bill, representatives of the industry may 
not get a chance to secure a practical defi- 
nition of the standards of compensation 
that would accrue to the owner of the 
seized properties for any use made by the 
government. 


*x* * *« X* 


I’ the FCC makes final a proposed re- 
port issued on December 11th (Dock- 
et No. 5,188), the associated companies 
of the Bell system will not be permitted 
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to liquidate accrued unfunded pension 
liability by charges to operating expenses. 
The report observes that Bell companies 
in 1937 began to charge against oper- 
ating expenses unfunded actuarial lia- 
bility for employee pensions, amortizing 
it at the rate of 4 per cent from 1937 to 
1940 and 34 per cent thereafter. 

Such action was taken without notice 
to the FCC, which proceeded to question 
the propriety of the charge. The New 
England Telephone & Telegraph Com- 
pany and six other Bell subsidiaries 
asked for and obtained a formal hearing 
which was held October 30, 1938. Prior 
to January 1, 1927, the Bell system liqui- 
dated pension payments directly out of 
operating expenses on a pay-as-you-go 
basis. As a result, unfunded actuarial 
liability accrued. The amount thus un- 
provided for in the pension reserve 
amounted, as of December 31, 1937, to 
$214,291,632 for the entire Bell system. 

In its proposed report of December 
11th, the FCC holds that the attempted 
amortization of this unfunded liability 
is not permissible under its accounting 
laws. The commission stated: 

The Uniform System of Accounts... 
recognizes as a proper current cost of tele- 
phone service the costs of pensions, for 
which a bona fide liability to employees ex- 
ists, that accrue ordinarily through the proc- 
ess of normal contributions. But, the cur- 
rent cost of telephone service cannot be con- 
strued from an accounting standpoint to in- 
clude any portion of the normal current 
accruals attributable to past years, to be 
“picked up” at the election of the utility as 
a part of the present cost of furnishing tele- 
phone service. Such amounts are character- 
ized as past losses to be amortized out of 
some income or surplus account. The 
charging of such deferred items or past 
losses to operating expenses for subsequent 
years may require ratepayers to bear a cost 
in such years which does not arise out of 
service rendered to them during those years. 


* * * x 


| gieapren Roosevelt last month signed 
an executive order which gave the 
Defense Communications Board author- 
ity to designate radio facilities “for use, 
control, inspection, or closure,” the White 
House announced. The order was rec- 
ommended to the President by the board 
and was said to have the unanimous 
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approval of the Army, Navy, State, 
and Treasury departments and the Fed- 
eral Communications Commission. The 
White House said the purpose of the or- 
der is “to insure the national defense 
and the successful conduct of the war.” 

James Lawrence Fly, chairman of the 
Defense Communications Board and also 
Federal Communications Commission 
chairman, said the executive order signed 
by the President “means simply that the 
Chief Executive is delegating to the De- 
fense Communications Board certain au- 
thority which is already given him un- 
der § 606 of the Communications Act.” 
(Section 606 of the Communications Act 
is that section delegating to the President 
broad powers to take over the communi- 
cation systems in times of national emer- 
gency.) Mr. Fly explained: 

It does not mean that any general taking 
over or operation of private radio by the 
government is contemplated. There is no 
change in policy or in plan. The step is a 
procedural one. It has long been known that 
the military may require certain communi- 
cation facilities in connection with the na- 
tional defense. Many of these needs have 
already been arranged for by agreement. 
Under yesterday’s executive order the Army 
or the Navy will where necessary arrange 
to take over or close radio facilities through 
the Defense Communications Board, thus 
relieving the President of the extra respon- 
sibility. The DCB which has made codrdi- 
nated plans for utilizing wire and radio 
services in the present emergency is “not” 
undertaking censorship. 

Broadcasters were of the opinion that 
the executive order giving war-time con- 
trol of radio facilities to the DCB did not 
mean their programs would be altered. 


* * kK xX 


FEW days after the outbreak of hos- 

tilities between the United States 
and the Axis powers, Senator Connally 
of Texas, chairman of the Foreign Rela- 
tions Committee, introduced a resolution 
calling for an investigation of the local 
and long-distance service provided in the 
nation’s capital by the Chesapeake & Po- 
tomac Telephone Company. The resolu- 
tion was referred to the Senate Commit- 
tee for the District of Columbia where 
it was not expected that early action 
would result. 
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The incident was believed to have been 
occasioned by the unprecedented strain 
on telephone service in the Washington, 
D. C., area following the bombing of 
Pearl Harbor and the air-raid scare in 
San Francisco on December 8th. Calls 
originating east of Pittsburgh to West 
coast cities became so numerous that toll 
circuits were jammed and messages were 
running considerably behind normal peak 
performance. Local telephone service in 
the nation’s capital also suffered a strain 
as a result of numerous “curiosity calls” 
between relatives and friends seeking to 
discuss the sudden outbreak of hostilities. 
Within a few days, however, the con- 
gestion was relieved as the load slipped 
back nearer to a state of normal opera- 
tion. 

eae 


Be - Ohio Bell Telephone Company 
estimates expenditures of $1,400,- 
000 in 1942 in its Akron exchange area, 
according to Randolph Eide, president, 
who recently pointed out that, because of 
the problem of obtaining materials and 
the impossibility of anticipating future 
military and industrial requirements, this 
figure was subject to revision. 

During the past year, expenditures for 
new plant throughout the company’s ter- 
ritory in Ohio totaled $22,000,000 or 
$6,000,000 more than was originally an- 
ticipated, Mr. Eide said.. The increase 
was due to demands resulting from the 
defense program and the 1941 expansion 
and improvement program was the great- 
est in the company’s history, he said. 
“The demand for new facilities is be- 
coming so great that, in spite of every- 
thing we can do, we may have to place 
restrictions on some types of telephone 
service and perhaps declare an embargo 
on some others,” he announced. 


* * * 


AR eosin Lehman has requested that 
citizens in areas experiencing air- 
raid warnings refrain from use of the 
telephone. In the New York city area on 
December 9th, telephone lines became 
so rushed that defense officials were not 
able to get prompt service, it was ex- 
plained. The governor stated: 


When you hear an air-raid warning, do 
not use your telephone. Tuesday’s air-raid 
warning in the New York metropolitan area 
resulted in so many people using the tele- 
phone that the lines in some sections of New 
York city and suburban areas were choked. 
Civilian defense authorities often were un- 
able to reach air-raid wardens and the full 
functioning of the defense organizations 
was retarded. 

I ask every one when an air-raid warning 
is sounded to remember that the telephone 
lines must be kept free for defense purposes. 
Only the most serious personal emergency 
warrants use of the telephone when you 
hear an air-raid warning. In the future, 
please refrain from telephoning until you are 
sure the all-clear signal has been given. 


* * * * 


NEw order which helps many tele- 
phone and telegraph companies, 
among others, to obtain repair, mainte- 
nance, and operating supplies was an- 
nounced on December 18th by the OPM 
Division of Priorities. The new order is 
known as Preference Rating Order P- 
100. It takes the place of the old Repair 
and Maintenance Order, P-22, which is 
being revoked. 

Main purpose of the new order, as was 
the case with the old, is to extend priority 
assistance to manufacturers and pro- 
ducers so that they can keep their plants 
and production machinery in good run- 
ning order. This is in accordance with 
the policy set by the Supply Priorities 
and Allocations Board. 

The differences between P-100 and 
P-22 are largely technical. However, 
some provisions of the old plan were 
liberalized and a number of clarifications 
were made in order to eliminate misun- 
derstandings and misapplications of the 
order which occurred in the past. P-11, 
like the former P-22, continues the policy 
of protecting the health of the nation and 
maintaining necessary services. 

The former restriction on acceptance 
of materials for inventory of mainte- 
nance, repair, or operating supplies by 
producers using the order was changed 
to permit inventory and stores not ex- 
ceeding 110 per cent of the maximum 
dollar volume of such materials pur- 
chased during the corresponding calen- 
dar quarter of 1940. The previous figure 
was 100 per cent. 
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Financial News 


War Slows Utility Financing 


Eber drastic effects of recent war de- 
velopments on the high-grade bond 
market have combined with sharp de- 
clines in stock prices and the retarding 
effects of competitive bidding to reduce 
the flow of utility financing to a mere 
trickle. At this writing there had been 
no utility financing of importance. The 
Philadelphia Electric issue, awarded 
late in November, is still in syndicate; 
the selling group was quickly termi- 
nated on the outbreak of the war 
with Japan, life companies buying up 
what bonds remained undistributed. An- 
other syndicate which has been ended is 
that of the Central Illinois Public Service 
issue. Both issues sold off sharply after 
price restrictions were removed. 

The recent drastic decline in prices for 
high-grade utility bonds is reflected in 
the following comparison of offering 
prices with the current bid and asked 
market for recent issues: 


Offering 


Price Bid Asked 


Wisconsin P. & Lt. 33s, ’71.. 106% 104% 1053 
Central Ill. P. S. Co. 39s, ’71. 107 1023 1028 
Pac. Gas & Elec. 3s, 105 1004 1013 
Philadelphia Elec. 29s, ’71... 104.176 1013 102% 


The recent decline has thus lopped off 
4 or 5 points from the prices of high- 
grade utility issues, compared with about 
7 points’ drop in the fall of 1939 (when 
the European war started) and some 4 
points when France collapsed in May last 
year. In each case the market recovered 
after a period of three or four months. 
In the present instance, with a huge 
amount of funds being currently diverted 
into institutional and public purchases of 
defense bonds, recovery may be handi- 
capped. 


JAN. 1, 1942 


and 
Comment 


By OWEN ELY 


gree! Service of Indiana has been 
“caught” by war developments for 
the second time in two years. Before the 
Japanese attack on Pearl Harbor it 
had advertised for bids on $42,000,000 
3% per cent bonds, fixing 104 as the min- 
imum price. One syndicate has aban- 
doned its interest in the operation and it 
is doubtful whether the remaining one 
will enter a bid. This indicates a weak- 
ness of the competitive bidding method 
during times like the present. 

Major financing now on file with the 
commission includes some old items— 
the $120,000,000 Columbia Gas and $55,- 
000,000 Florida Power & Light financing 
—the Public Service of Indiana issue, 
$20,900,000 West Texas Utilities bonds 
and notes, and a few small issues. Phila- 
delphia Electric has proposed redemption 
of its $5 preferred stock through a new 
issue. Connecticut Light & Power Com- 
pany has also planned an important issue 
of preferred stock (including a new 
money offering as well as refunding of 
the present issue), but plans may have to 
be revamped. Virginia Public Service 
has just filed a general recapitalization 
program including the issuance of bonds, 
notes, preferred stock, and common 
stock; but consummation may be de- 
ferred pending recovery of the markets. 
It is particularly difficult to envisage the 
sale, on reasonable terms, of 628,333 
shares of common stock under present 
conditions. 

The SEC recently announced a new 
policy to expedite registrations as fol- 
lows: 

The commission will consider requests for 
acceleration of the effective date of registra- 


tion of securities in cases where, in its opin- 
ion, adequate and reasonably current infor- 
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mation concerning the issuer has previously 
been filed and made available to the general 
public under any act administered by the 
commission. However, in passing upon re- 
quests for acceleration the commission will 
also consider the following additional fac- 
tors: 

(A) The adequacy of disclosure in the ap- 
plication for registration and its general com- 
pliance with the requirements of the act and 
the rules and regulations thereunder. 

(B) The distribution of the securities be- 
ing registered or the distribution of other 
securities related thereto. 

(C) The operation of the exchange’s trad- 
ing mechanism in relation to the date on 
which effective registration is requested. 

(D) Compliance with the registration re- 
quirements of the Securities Act of 1933. 


bg 
Utility Properties in the Orient 


MONG the utility properties involved 
A in the new theater of war in the 
Orient is Manila Electric Company, a 
subsidiary of Associated Electric, one of 
the three Associated Gas subholding com- 
panies. While the company’s revenues 
constitute about one-quarter of Associ- 
ated Electric’s system gross, they are only 
about 5 per cent of the entire AG&E 
system revenues. The company has been 
a good earner ; and, while net income for 
1940 was far below that of the previous 
year, it still constituted over one-third of 
the Associated Electric consolidated net. 

Associated Electric has continued to 
pay interest on its bonds during the 
AG&E trusteeship. Since the cash posi- 
tion (including proceeds from sale of 
properties) remains satisfactory, the 
company could probably lose its entire in- 
come from Manila and still continue in- 
terest on bonds, which are currently 
around 40. Even with Manila omitted 
from the system income statement it 
would still show a balance over charges 
for 1941, it is estimated. 

Another system affected by the new 
war is Consolidated Electric & Gas (de- 
scribed in this department, October 9th 
issue, page 486), which controls Manila 
Electric through the subholding com- 
pany, Islands Gas & Electric. Manila 
Gas’ revenues in 1940 were less than $1,- 
000,000, compared with over $28,000,000 
for the entire Consolidated system. Net 


income was about 17 per cent of system 
net, however. Common dividends paid by 
Manila to Islands Gas & Electric last 
year were $135,000, which compares with 
the total Consolidated Electric cash in- 
come of $3,500,000-and net income of 
$520,000. 


Telephone & Tele- 
graph, already seriously affected by 
the results of the Spanish revolution and 
the present hostilities in Europe, operates 
through a subsidiary about 88,000 tele- 
phones in Shanghai, or about 8 per cent 
of the system total. Statistics for 1940 
do not appear available but in 1939 the 
company was a good earner, reporting 
revenues of $10,693,082, net income of 
$2,861,748, and common dividends of 
$1,180,205. (These figures represented a 
large gain over the previous year when 
no dividends were paid.) Since all the 
figures were in Chinese dollars, it is diffi- 
cult to fit them into the system picture. 
International also had minority invest- 
ments (through subsidiaries) in two 
Japanese companies manufacturing com- 
munications equipment, but no data seem 
available on these and they are apparent- 
ly under Japanese management. They 
probably do not bulk very large among 
the system’s world-wide interests, which 
are concentrated to a large degree in 
Latin America and Spain. 

International Telephone & Telegraph 
also controls the cable business to the 
Orient, but the set-up is so indirect that 
it is doubtful whether loss of the business 
would have any serious effect on the top 
company. As a result of the reorganiza- 
tion of the Postal system, International 
now controls American Cable & Radio 
Corporation, through ownership of two- 
thirds of the common stock (which con- 
stitutes the entire capitalization). That 
company owns all the stock of Commer- 
cial Mackay Corporation, which, in turn, 
has entire control of Mackay Radio & 
Telegraph Company (California). The 
latter company operates circuits on the 
Pacific coast and also cables to Hawaii, 
the Philippines, China, and Japan. The 
California company’s messages in 1939 
were about 16 per cent of the total world 
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volume of American Cable & Radio Cor- 
poration, and the total loss of this busi- 
ness would not be especially serious to 
International Telephone. 

American Cable & Radio earned net in- 
come of about 20 cents a share in 1940 
but has paid no dividends since its in- 
corporation in 1939, The minority stock, 
listed on the New York Stock Exchange, 
is currently selling around 14, one-eighth 
below the price of International Tele- 
phone & Telegraph itself. 


HANGHAI Power Company is con- 
trolled indirectly by American & 
Foreign Power. Revenues in 1940 were 
about $114,000,000 and the balance after 
preferred dividends $1,614,000 (Chinese 
dollars). The company operates in the 
International settlement, recently at- 
tacked by the Japanese. Electric output 
in 1939 was nearly one-quarter of the 
system total, but would bulk somewhat 
lower in relation to the system’s total 
business of all kinds. Because of the 
rapid fluctuations in Shanghai operations, 
the exchange problem, etc., it is difficult 


to gauge the company’s importance from 
the financial angle. In 1940 gross rev- 
enues from China (in American dollars) 
were only about 11 per cent of the system 
total, however, so that it is probably not 
a vital factor in the company’s financial 
set-up. 

RCA Communications, Inc., operates 
an extensive radiotelegraph system cover- 
ing the important points of San Francis- 
co, Hawaii, Manila, Tokyo, the East In- 
dies, and Shanghai. According to reports 
thus far, all communication facilities are 
being operated. 

Because of their admixture with other 
foreign or domestic companies under the 
control of American holding companies, 
any drastic war effects on the operations 
of our Oriental utilities will be mini- 
mized. Thus the insurance principle of 
reducing risk by combining under one 
control properties in widely separated 
areas—an important financial factor 
overlooked in the framing and enforce- 
ment of § 11 of the Utility Act, so far as 
domestic utilities are concerned — is 
strongly exemplified. 
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INTERIM EARNINGS PER SHARE 


End of 12-month Period 3-month Period 
Electric and Gas Companies Periods 1941 1940 Incr. 1941 1940 Incr. 


American Gas & Elec. Consol. ........ Sept. $294 $298 D1% $.76 $66 16% 
Amer. Power & Lt. (Pfd.) Consol. .... Sept. 5.55 7.09 D22 D.29 12 ee 
American Water Works Consol. ...... Sept. 1.16 1.30 Dil 19 Bt 59 
Parent Co. ... Sept. 49 45 9 a = Ry 
Boston Edison Sept. 2.28 2.40 43 : D19 
Cities Service P. & L. (Pfd.) Consol. . Sept.(a) 18.21 25.59 As “ys ad 
Commonwealth Edison Consol. ....... Sept. 214° =6250 a S = 
Com. & Southern (Pfd.) Consol. ..... Oct. 8.14 8.75 1.82 ‘ 17 
Consolidated Edison, N. Y. Consol. .... Sept. 2.08 2.21 14 : 7 
Parent Co. . Sept. 2.11 2.15 36 : 3 
Cons. Gas of Baltimore Consol. ....... Sept. ; 4.83 98 ; 18 
Detroit: Edison Gonsols:...6.cccesssess Oct. : 1.61 <3 ne Re 
Elec. Bond & Share (Pfd.) Parent Co. Sept. : 6.37 1.47 : D6 
Elec. Power & Lt. (1st Pfd.) Consol. .. Sept. i 8.90 1.26 F 216 
Parent Co. Sept. ; 1.77 51 
Engineers Public Service Consol. ..... Oct. i 1.57 es 
Federal Light & Traction Consol. ..... Sept. : 2.24 
Long Island Lighting (Pfd.) Consol. . Sept. d 2.62 
Parent Co. Sept. : 3.43 
Middle West Corp. Consol. .......... Sept.(a) . 88 
arent COs... 50:45 Sept.(a) . a 
National Power & Light Consol. ...... Sept. t 1.32 
Parent Co. .. Sept. ‘ 53 
Nor. States Pwr. (Del.) Consol. (Cl. A) Aug. ; 2.66 
Pacific Gas & Electric Consol. ........ Sept. : 2.79 
Public Service Corp. of N. J. Consol. . Oct. : 2.43 
Southern California Edison Sept. 2.19 
Stand. Gas & Elec. (Pr. Pfd.) Consol. Sept. : 8.38 
Parent Co. Sept. d 225 
United Gas Improvement Consol. ..... Sept. ; 1.03 
Parent Co. .. Sept. : 97 
United Lt. & Power (Pfd.) Consol. ... Sept. 7.89 
Parent Co. Sept. 4.50 


Gas Companies 


American Light & Traction Consol. ... Sept. 
Brooklyn Union Gas 2 
Columbia Gas & Electric Consol. ..... Sept. 
El Paso Natural Gas Consol. ......... Sept. 
Lone Star (Gas! Consol: on) icesciescees Sept. 
Oklahoma Natural Gas Oct. 
Pacthe Lighting Contal.... 2. <scices Sept. 
Peoples Gas Light & Coke Consol. .... Sept. 
United Gas Corp. (1st Pfd.) Consol. . Sept. 

Parent Co. Sept. 


Telephone and Telegraph Companies 


American Tel. & Tel. Consol. ........ Aug. 

Parent Co. .... Sept. 
General Telephone Consol. ........... Sept. 
Western Union: Tek: 055 ccsseecacais Sept. 


Systems outside United States 


Amer. & For. Pwr. (1st Pfd.) Consol.. Sept. 
Parent Co. Sept. 





D—Deficit or decrease. 
(a) Nine months’ period, 
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Central & South West Utilities 
nS West Corporation was de- 
scribed in this department in the 
August 1, 1940, issue and a former sub- 
sidiary now being liquidated, Inland 
Power & Light, was discussed in the De- 
cember 18, 1941, issue, page 828. 

While Middle West has lost some of its 
subholding companies, its direct subsid- 
iaries still constitute only about 7 per 
cent of the system. About one-half of 
system revenues are obtained by the Cen- 
tral & South West Utilities group, and 
the two other principal subholding com- 
panies are North West Utilities and Ken- 
tucky Utilities. 

Central & South West is therefore 
an important system in its own right, 
with annual revenues of about $33,000,- 
000. The system has a relatively large 
income from ice, about 6 per cent of the 
total. Electricity accounts for 87 per cent, 
gas 4 per cent, and water 3 per cent. 

Central & South West’s subholding 
company, American Public Service, con- 
trols West Texas Utilities Company and 
two smaller companies. Another subsid- 
iary, Central Power & Light, controls 
some South American companies. Pub- 
lic Service of Oklahoma, while an oper- 
ating company, also controls South- 
western Light & Power, which in turn 
has a small subsidiary. Two other oper- 
ating companies are directly controlled 
by Central and South West. 

It is obvious that considerable work re- 
mains to be done in this half of the Mid- 
dle West system, to conform to the 
“grandfather” clause of §11, simplify 
capital structure, take care of dividend 
arrears, etc. In February, 1940, a merger 
and recapitalization plan was proposed to 
the SEC for Central & South West and 
American Public Service, to take care of 
preferred arrears of both companies. 
Following were the proposed exchanges 
(preferred issues in each case include 
arrears) : 


New 54% New 
Preferred Common 
1 share Central & S. W. 
Utilities $7 prior pfd. 1 2.2 
1 share Central & S. W. 
Utilities $6 prior pfd. 1 1.5 
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1 share Central & S. W. 
Utilities $7 pfd. ..... 
100 shares Central & S. 
W. Utilities common 
1 share American Pub- 
lic Service $7 pfd. .. 
4 shares American Pub- 
lic common (publicly 
held) 1.0 


The SEC heard oral arguments on 
July 22, 1941, but has not yet rendered a 
decision. 


4.0 
1.0 
2.5 


HE combined company would have 

188,710 shares of preferred stock 
and 1,041,274 shares of common. New 
preferred dividend requirements would 
amount to about $1,037,900. In the nine 
months ended September 30, 1941, Cen- 
tral & South West earned $2,550,890 
net income (which, however, included 
about $850,000 “blocked” income due to 
subsidiaries’ preferred arrears). In or- 
der to arrive at the net income of the 
merged company, the preferred dividend 
requirements of American Public Service 
($298,025) can be added, making a total 
of about $2,849,000. Adding estimated 
earnings for the last three months brings 
the total to about $3,800,000 for the cal- 
endar year 1941. This amount, after de- 
ducting the new preferred dividend re- 
quirements, would be equivalent to about 
$2.65 per share on the new common 
stock. 

On a parent company basis earnings 
would of course be reduced by blockage 
of income due to arrears, cash require- 
ments for construction,etc. Central Pow- 
er & Light accounts for a good part of 
this blockage (about $653,000), Ameri- 
can Public Service for $159,000, and 
Southwestern Light & Power the re- 
mainder. The blockage of American Pub- 
lic Service will be cleared up in the merg- 
er, of course—reducing system block- 
age to $691,000 or about $920,000 esti- 
mated for the year 1941. Available net 
income for the parent company would 
thus be cut to $2,859,000, and a 40 per 
cent cash reserve for improvements 
would reduce the balance to $1,716,000. 
After deducting preferred dividends this 
would allow only about $678,000, or 65 
cents per share, on the hew common. 
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© What Others Think 


Civilian Utility Operations under 
War-time Regulations 


Lh ye arme ie of a state of war by the 
United States automatically brings 
into operation certain emergency powers 
affecting public utility operations. Some 
of these powers have already been in 
effect since the President declared a state 
of emergency last May. Such is the pow-: 
er of the President (under § 606(b) of 
the Communications Act) to interfere 
with, alter, or suppress the operating 
rights of radio broadcasting stations. 
Actually, the Federal government had 
not exercised this power in any substan- 
tial degree until after the Japanese bomb- 
ing attack on Hawaii December 7th. 
Since then, radio stations have been 
ordered off the air by authority of the 
FCC, presumably acting on advice of 
military and naval authorities relative to 
air-raid precautions. However, the Pres- 
ident (through the FCC or any other 
agency) could have ordered the radio 
broadcasters to take similar steps if it 
had been necessary even before the actual 
state of war existed. 

The emergency power of the Federal 
government over electric utilities is to 
be found in § 202 of the Federal Power 
Act. This authority may be exercised 
under two circumstances: (1) during an 
actually declared war, or (2) whenever, 
and as long as, the FPC determines that 
emergency regulation is necessary. The 
text of § 202(c) and § 202(d), which 
contain this power, is as follows: 

(c) During the continuance of any war in 
which the United States is engaged, or 
whenever the commission determines that an 
emergency exists by reason of a sudden in- 
crease in the demand for electric energy, or 
a shortage of electric energy or of facilities 
for the generation or transmission of electric 
energy, or of fuel or water for generating 
facilities, or other causes, the commission 
shall have authority, either upon its own mo- 


JAN. 1, 1942 40 


tion or upon oe with or withor 


change, or transmission of electric energy 
in its judgment will best meet the emergen 
and serve the public interest. If the partig 
affected by such order fail to agree upon th 
terms of any arrangement between them; 
carrying out such order, the commissioj 
after hearing held either before or afta 
such order takes effect, may prescribe } 
supplemental order such terms as it finds 
be just and reasonable, including the con 
pensation or reimbursement which should} 
paid to or by any such party. 

(d) During the continuance of any emg 
gency requiring immediate action, any pe 
son engaged in the transmission or sale 
electric energy and not otherwise subject 
the jurisdiction of the commission may ma 
such temporary connections with any pub 
utility subject to the jurisdiction of the com 
mission or may construct such tempora 
facilities for the transmission of eiect 
energy in interstate commerce as may | 
necessary or appropriate to meet such eme 
gency, and shall not become subject to t 
jurisdiction of the commission by reasont 
such temporary connection or tempor 
construction: Provided, That such ter 
porary connection shall be discontinw 
or such temporary construction remov 
or otherwise disposed of upon the termim 
tion of such emergency: Provided furthdiy 
That upon approval of the commissi 
permanent connections for emergency w 
only may be made hereunder. 


r might be noted that this section da 
not give the Federal government af 
authority to take over the managem# 
of utility operations. Of course, varid 
agencies of the Federal government : 
operating particular properties (such 
TVA, Bonneville, etc.) under authori 
of other statutes. But as far as the em 
gency provisions of the Federal Po 

Act are concerned, the rights of the Fe 
eral government would seem to be limit 
to the issuance of orders directing pf 
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WHAT OTHERS THINK 


ately owned and operated utilities to 
ake connections and take other steps 
ecessary to assure the nation of a sat- 
factory and adequate electric power 


y. 
This distinction between public and 
rivate utility operations probably ex- 
lains why the Office of Production Man- 
pement, rather than the FPC, under- 
bok to supervise the recent power ra- 
oning program in the drought-stricken 
outheast. There would seem to be a 
ophole in § 202 of the Federal Power 
ct, in that the FPC clearly has no emer- 
ency authority over municipal plants 
d other publicly owned and operated 
ectric properties and systems. This is 
feature of the Federal Power Act in 
pneral, which might properly be re- 
prded by some observers as a regulatory 
pfect. 
In the exercise of FPC emergency 
pwers, where the word “person” is used 
hich is elsewhere in the Power Act 
plicitly defined as excluding all public 
bdies), the omission is a serious one. 
he Office of Production Management, 
berating under the broad authority dele- 
ated to the President to take whatever 
eps may be necessary for the defense 
the nation, felt no lack of jurisdiction 
regulate TVA and the Tennessee mu- 
cipal plants along with the private util- 
es in the Southeast, as far as issuing 
ders for power regulation. Whether 
PM’s authority could have been chal- 
nged is perhaps a debatable point. But 
asmuch as all utilities, publicly and pri- 
itely owned, codperated in the South- 
st pool set up by OPM, it would seem 
ely that the emergency pattern, thus 
tablished, is likely to be followed with- 
nt serious question in the future. 
Another apparent omission in Federal 
gulatory legislation, emphasized by the 
pr emergency, is the fact that the Nat- 
al Gas Act does not have any emer- 
ncy provisions at all. 


HE authority of the Federal govern- 
ment over radio broadcasting com- 
nies under the Communications Act 
already been mentioned. It is quite 
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complete. It would even give the Federal 
government authority to seize and oper- 
ate radio broadcasting stations upon pay- 
ment of “just compensation to the own- 
ers.” However, it is not entirely clear 
whether the Federal government has any 
authority to interfere with or supervise 
the contents of radio programs which are 
still being broadcast by private operators, 
other than to prevent giving out unau- 
thorized information concerning defense 
activities. 

The FCC, itself, is expressly forbid- 
den to exercise any right of censorship 
(§ 326). However, the Army and Navy, 
under various war statutes relative to 
giving aid or information to an enemy, 
such as the Espionage Act of 1918, have 
clamped down on the unauthorized pub- 
lication of war news by press or radio. 
Both have cooperated voluntarily and are 
generally expected to continue to do so. 

But does the Federal government now 
have authority to interfere with, alter, 
or fabricate radio programs and direct 
broadcasters to put them on the air for 
alleged purposes of military necessity? 
It is not clear from § 606 of the Com- 
munications Act that such authority has 
been delegated even during a war emer- 


gency. 


HE emergency provisions of the 

Communications Act with respect 
to telephone, telegraph, cable, and point- 
to-point radio communications did not 
become effective until the actual declara- 
tion of a state of war. If the bill recently 
introduced in Congress by Senator 
Wheeler of Montana should be enacted 
in its present form, § 606 of the Commu- 
nications Act would be amended so as to 
give the government the same control 
over telephone and telegraph “carriers” 
as it now has over broadcasting compa- 
nies. (See page 30.) The text of § 606 
is as follows: 


(a) During the continuance of a war in 
which the United States is engaged, the 
President is authorized, if he finds it neces- 
sary for the national defense and security, to 
direct that such communications as in his 
judgment may be essential to the national de- 
fense and security shall have preference or 
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priority with any carrier subject to this act. 
He may give these directions at and for such 
times as he may determine, and may modify, 
change, suspend, or annul them and for any 
such purpose he is hereby authorized to issue 
orders directly, or through such person or 
persons as he designates for the purpose, or 
through the commission. Any carrier com- 
plying with any such order or direction for 
preference or priority herein authorized 
shall be exempt from any and all provisions 
in existing law imposing civil or criminal 
penalties, obligations, or liabilities upon car- 
riers by reason of giving preference or 
priority in compliance with such order or 
direction. 

(b) It shall be unlawful for any person 
during any war in which the United States 
is engaged to knowingly or willfully, by 
physical force or intimidation by threats of 
physical force, obstruct or retard or aid in 
obstructing or retarding interstate or for- 
eign communication by radio or wire. The 
President is hereby authorized, whenever in 
his judgment the public interest requires, to 
employ the armed forces of the United 
States to prevent any such obstruction or re- 
tardation of communication: Provided, That 
nothing in this section shall be construed to 
repeal, modify, or affect either § 6 or § 20 
of an act entitled “An act to supplement ex- 
isting laws against unlawful restraints and 
monopolies, and for other purposes,” ap- 
proved October 15, 1914. 

(c) Upon proclamation by the President 
that there exists war or a threat of war ora 
state of public peril or disaster or other na- 
tional emergency, or in order to preserve the 
neutrality of the United States, the Presi- 
dent may suspend or amend, for such time as 
he may see fit, the rules and regulations ap- 
plicable to any or all stations within the 
jurisdiction of the United States as pre- 
scribed by the commission, and may cause 
the closing of any station for radio com- 
munication and the removal therefrom of its 
apparatus and equipment, or he may author- 
ize the use or control of any such station 
and/or its apparatus and equipment by any 
department of the government under such 
regulations as he may prescribe, upon just 
compensation to the owners. 

(d) The President shall ascertain the just 
compensation for such use or control and 
certify the amount ascertained to Congress 
for appropriation and payment to the per- 
son entitled thereto. If the amount so certi- 
fied is unsatisfactory to the person entitled 
thereto, such person shall be paid only 75 
per centum of the amount and shall be en- 
titled to sue the United States to recover 
such further sum as added to such payment 
of 75 per centum will make such amount as 
will be just compensation for the use and 
control. Such suit shall be brought in the 
manner provided by paragraph 20 of § 24, 
or by § 145 of the Judicial Code, as amended. 
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HE Washington correspondent fo, 

Telephony, the national telephone 
journal (issue of December 13th), in 
terpreted these provisions from the viev. 
point of the telephone business as fol. 
lows: 


mean just Army calls; it means any cal 
from any department or even from privat 
business organizations if such communica 
tions are, by proclamation, classified as be 
ing essential to the nation’s defense effor 


2. The government probably has the right 
to order telephone companies to extend fa 
cilities for purposes designated as essentia) 
to the nation’s war effort. This wouid in. 
clude the building of lines; the installation 
of switchboards; station equipment; and 


forth. Heretofore the telephone industry haj 


theoretically, the telephone industry coul{ 
have refused to undertake certain operatiny 
obligations for service required by the gov 
ernment if, in its opinion, the compensatioy 
was not sufficient to justify the work. Noy 
the industry has no choice. The governme 
can order such things to be done. If there de 
veloped any argument about compensatio 
that would be settled later in accordane 
with § 606 (d). 


3. In carrying out such orders of the Feé 
eral government (either for operation 0 


collateral risk which might be involved, sucj 
as damage suits or contract litigation hj 
private parties whose rights might have t) 
be invaded as a necessary part of carryin 
out the government’s orders. If it cam 
down to cases, a telephone company wot! 
be justified in ripping a switchboard righ 
out of a private business office in order ti 
use it for government communications. Ob 
viously, there is little possibility of such a 
extreme eventuality. The case is just citel 
as an example of the new status to which tl 
telephone industry now finds itself subject 
Along this same line, it might be noted tha 
any orders of a state public utility commis 
sion or local regulatory authorities, whic 


Federal government under § 606, can bi 
safely ignored. Federal law would aut 
matically overrule the local regulation. Th 
particular utility company would be pr 
tected by § 606 from any consequences whit! 
might otherwise ensue. 


4. The Federal government may even ent? 
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TRAIL OF A GAS PIPE” 


upon and take control of a given tele- 
phone property or portions thereof, pro- 
vided such seizure of control is neces- 
sary to prevent the destruction or obstruc- 
tion of communications service. This is 
known as the “antisabotage” clause of § 606, 
but it is important to remember that this sec- 
tion does not give the Federal government 
the right to assume the reins of manage- 
ment of the telephone business, according to 
such informal legal opinion which your cor- 
respondent has been able to muster. This 
“antisabotage” clause is simply for the pro- 
tection of the national communications serv- 
ice. Thus, it might be exercised to the extent 
of having the government take over some 
particular telephone plant merely to protect 
it from threatened damage against which the 
telephone company could not adequately pro- 
tect itself. 


5. There is some difference of opinion 
among legal observers as to whether the im- 


plication of § 606 automatically gives the 
government the right to tap wires and 
otherwise supervise communications facili- 
ties to the extent of intercepting, suppress- 
ing, altering, or otherwise interfering with 
normal telephone communications. 

The Telephony correspondent ven- 
tured the opinion that the government 
probably has the power to tap wires and 
so forth, notwithstanding the recent de- 
feat of the Hobbs bill in the House of 
Representatives, which would have ex- 
pressly given the government such pow- 
ers. It was pointed out that the consider- 
ation and defeat of the Hobbs bill oc- 
curred during a period of technical peace 
when the provisions of § 606(b) of the 
Communications Act were not in opera- 
tion. Now that they are in operation, the 
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government probably does not need any 
further authority to take any measure 
which might be reasonably justified as 
an antisabotage or counterespionage pre- 
caution. 

Further interpreting § 606, the Tele ph- 
ony correspondent stated that the stat- 
ute probably “does not give the Federal 
government the right to assume mana- 
gerial control over the industry or any 
substantial part of it.” New legislation 
would be needed to warrant such a step. 
Also, it was pointed out that § 606 does 
not apply to telephone and telegraph 
manufacturing companies since the stat- 
ute expressly restricts its language to the 
use of the words “common carriers,” 
which are defined elsewhere as operating 
utilities. 


N connection with problems of actual 
operation under war-time conditions, 
a paper presented at the twenty-third 
annual meeting of the American Gas As- 
sociation in Atlantic City last October 
contains some valuable suggestions. The 
author of this paper, Davis M. DeBard, 
vice president of Stone & Webster Serv- 
ice Corporation, described the steps taken 
by the British gas industry at the out- 
break of war in Europe. He stated: 


When this great industry found that war 
was inevitable, what did it do for its protec- 
tion? First, it set about to train its em- 
ployees, from office boy to president, in just 
what part they must play when plant and 
distribution system suffered from fire and 
bombing. I observed some of these training 
classes at the British Gas Light and Coke 
Company field laboratory, the Watson 
House, where several hundred employees 
were placed at windows on second, third, and 
fourth floors of adjacent buildings while ac- 
tual bombing, in an open field, was carried 
out on gas mains which, after the explo- 
sions, set fires in a number of dummy 
houses. Valves were turned to shut off gas 
and different methods of fire fighting were 
demonstrated and repairs were started. This 
was to give the employees a first-hand pic- 
ture of actual bombing conditions. This 
training was, of course, carried on for many 
months and the many thousands of em- 
ployees in this one large gas company knew 
exactly the part they were to play under 
bombing conditions. Second, various types 
of camouflage were used to make plants 
more difficult to spot from the air. This was 
worked out in conjunction with the British 
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ous levels, The usual fencing of property 
additional guards, a pass system for em 
ployees, and other methods of protection 
were resorted to. Third, distribution sy, 
tems were interconnected with other ga 
companies wherever feasible. This intercon 
nection has proved of great value in main 
taining service. Spare parts were purchas 
and placed in bomb-proof shelters. The en 


were placed where they could quickly be usef 

in turning off valves menaced by fire, and ig 
plugging breaks to extinguish fire in bombei 
distribution mains. Sand is kept availabi 
in buckets to extinguish the fire bombs, anf 

there is the so-called stir-pump, which, wher 

placed in a bucket of water, and hand op 

erated, throws a small, swift stream of 
water. These are very effective in putting 
out fires in early stages. 


Although bombs have pierced man 
gas holders in England, causing loss 0 
gas, Mr. DeBard said this does not caus 
many fires. Holders can be quickly re 
paired and put into operation again. Thi 
water-sealed holders are the type whici 
have stood up best. 

English utility companies hav 
strengthened their communication sy 
tem by using 2-way radio and additiom 
emergency phone service. Employees arf 
used in shifts during the night for fir 
spotting. 


HE speaker also reported that sand 

bag protection is of great value. Dr 
sand is used in bags which are not filled 
completely but piled compactly. Sand-bag 
barriers 20 inches thick are place 
around vulnerable spots which are nd 
protected by brick walls. As to bric 
walls, ash brick is preferable because j 
tends to pulverize instead of flying inz 
directions as when brickbat units ar 
used. Mr. DeBard continued: 


It is reported that bombs of from 100 ti 
500 pounds will make craters in the street 
from 10 to 15 feet in depth. Water and sew 
age pipes will be broken at a distance 0 
from 30 to 50 feet from the point of dire, . 
impact. This is due to the earth shock. Mang. 
electric and telephone cables have been fount 
to stretch and not break under such impacts 
One great difficulty in these craters is 0 
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water and sewage getting into gas mains, 
but so expert have the repair crews become 
in the handling of this damage that gas is 
quickly shut off, mains pumped dry, and 
sewers shut off or shunted so that the drink- 
ing water is not contaminated. A quantity of 
chlorine is generally inserted in the water 
main where these breaks occur. ... 

There is one lesson that our natural gas 
systems, with their long pipe-line transmis- 
sion, might learn from the preparations 
made by the British electric grid for main- 
taining service. Before the war started they 
purchased some $10,000,000 worth of op- 
erating equipment, such as transformers, 
switching apparatus, copper wire, and other 
essential parts, and stored this material in 
bomb-proof shelters in various sections of 
the country easiiy accessible. After two 
years’ bombing, it is reported that repairs 
have been made with such speed that, com- 
paratively few customers are without serv- 
ice within a 24-hour period. 

I do not wish to convey the idea that there 
is likely to be bombing of our natural gas 
systems, but I do feel that preparation should 
be made against sabotage, which we are 
likely to experience. I cannot find that there 
has been any case of sabotage reported in 
either the gas or electric companies of Eng- 
land, but the cross section of their population 
is different from that of the United States. 


For England as a whole, approximately 
pne out of every fifteen houses has been 
@amaged, and one out of every one hun- 
ired has been made uninhabitable by 
bombs. This general average is greatly 
g@ncreased in some areas, such as Clyde- 
@pank, Coventry, and Plymouth, which 
ave been intensely bombed. The elastic 
esistance of British production to such 
bombing is surprising. Some factories 
Breport only a negligible decrease in pro- 


duction immediately after heavy bomb- 
ing. British production in general, of 
course, has increased very much in the 
war materials line over six months ago. 


D ISCUSSING other operating problems 
of British utilities under war condi- 
tions, Mr. DeBard mentioned in passing 
(1) the tremendous shift in population 
which has resulted in more than 27 per 
cent of the city of London (normally 
9,000,000) being evacuated; (2) rising 
cost of operation which has resulted in 
increased rates for most British gas com- 
panies (the increases are allowed on a 
percentage basis related to the earning 
capacity, somewhat similar to our Wash- 
ington plan) ; (3) 43 per cent of British 
electric utilities have had rate increases; 
(4) all important utility documents have 
been duplicated and filed in three sepa- 
rate areas for protection; (5) utility ra- 
tioning has not been found practicable 
for either gas or electric companies in 
Great Britain; (6) priorities on appli- 
ances have been very restricted as to new 
sales but very liberal with respect to re- 
pair parts; (7) damage to plant and dis- 
tribution system is paid for out of a 
special fund (half by the government 
and half by a mutual insurance group 
of all gas companies) ; (8) increased use 
of female employees in utility operation. 

Mr. DeBard’s paper also contained an 
interesting discussion of British experi- 
ence with air-raid shelters for individual 
workers and their families. 





Atlanta Utility Man Perfects 
Labor Mediation Plan 


A PLAN for preventing strikes devel- 
oped codperatively by employers 
and organized labor in Atlanta, Georgia, 
gscveral months ago is attracting attention 
tlsewhere because of its effectiveness. 

ccording to Lester Velie of the staff of 
he Journal of Commerce, New York, 
this plan, known as the “Atlanta plan,” 
@s receiving support of national labor 
@leaders, as well as private management. 


Labor support was indicated in discus- 
sion of the plan at the recent convention 
of the American Federation of Labor in 
Seattle, where there was sentiment for 
urging the adoption of the Atlanta plan 
throughout the country. 

A moving spirit in making the Atlanta 
plan successful is Preston S. Arkwright, 
president of the Georgia Power Com- 
pany, and well known in utility circles. 
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Mr. Arkwright is also president of the 
Atlanta Mediation Board. The plan con- 
sists of establishment of a city labor me- 
diation board so constituted as to win the 
confidence and support of rival AFL and 
CIO unions. 

When he was approached on the sub- 
ject of taking the chairmanship of the 
board by a delegation of the Atlanta 
Federation of Trades (AFL), Mr. Ark- 
wright stated: 


My whole experience has been as an em- 
ployer. You don’t want me as chairman. 
There are some matters on which you and I 
disagree, and we'll probably continue to dis- 
agree. 


But the labor representatives insisted 
and Mr. Arkwright yielded. The confi- 
dence thus shown by labor groups in the 
selection of an outstanding figure of util- 
ity management reflects success of a 
labor relations policy which Mr. Ark- 
wright has administered in his own util- 
ity organization. Explaining this, Mr. 
Velie, the Journal of Commerce corre- 
spondent, stated : 


For almost a decade Mr. Arkwright has 
been a leading speaker at labor conventions 
here [Atlanta] and, on one occasion, shared 
the speaker’s platform with William Green, 
president of the AFL. In addition, Mr. Ark- 
wright serves as the city’s chief trouble- 
shooter, and is now settling a dispute be- 
tween the city council and the police depart- 
ment. Under Arkwright the Georgia Pow- 
er Company was one of the first companies 
in the state to sign a labor contract with a 
union. The company now has contracts with 
the Amalgamated Association of Street 
Railway Employees (AFL), and the Interna- 
tional Brotherhood of Electrical Workers 
(AFL). These contracts go back twenty 
years. 

The unions command the support of about 
95 per cent of the company’s employees that 
are eligible to join. Mr. Arkwright has en- 
couraged employees to join the two unions, 
but has steadfastly rejected demands for a 
closed shop. 

In return, however, the company has long 
operated under a union maintenance clause 
which requires the company to discharge 
union members who do not pay their dues. 


e bey key of the plan apparently lies 


in providing rival unions with ac- 


ceptable representation on an arbitra. 
tion panel chosen from the city media. 
tion board. The mediation board consists 
of six representatives named by the AFL, 
six named by the CIO, five named by the 
Atlanta Chamber of Commerce, the 
chairman and vice chairman, named by 
the mayor of the city. 

When a dispute arises the chairma 
(in the case of Atlanta, Mr. Arkwright) 
asks the employer involved to pick the 
representative he wants from the media. 
tion board to serve on the panel to k 
assigned his case. The labor union, in 
turn, is asked to select from the board the 
representative which it wishes to serve 
on the panel. Thus, an AFL union ca 
call on an AFL representative and a C10 
union is assured of a champion of its own 
trade union faith. The two members thw 
selected, together with the chairma 
(who serves ex officio as the third mem 
ber), complete the panel. The mediation 
panel has no powers but it can air the 
case in the press if negotiations break 
down. 

Atlanta has been free of strikes since 
the mediation board was named, and ha 
had only five strikes within the last year, 

Mr. Arkwright explained that hear- 
ings of the mediation board are held in 
the City Hall, although “they could bk 
held in my office.” They are not held in 
the utility president’s office, however, ai 
he explained, “because I don’t want the 
labor representatives to feel they are in 
an employer-dominated atmosphere.” 

The Atlanta plan attracted attention 
first within the state. The cities of Ma; 
con, Savannah, Columbus, and _ other 
Georgia communities, which have a iarg¢ 
volume of defense contracts, have 
adopted the city mediation program. This 
mediation plan, its proponents point out, 
will undoubtedly help the state of Geor 
gia maintain a clean slate as regards de! 
fense strikes. Despite the fact that im 
portant Army projects have been under 
construction in Georgia during the las 
twelve months, the state has still to have 
its first defense strike. 
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The Pittsburgh Press 








BURNING OUR CANDLE AT BOTH ENDS! 


The Rights of Preferred Stockholders under the 
Holding Company Act 


AN analysis of the question of voting 
rights of preferred stockholders 
under the Public Utility Holding Com- 
pany Act of 1935 appeared in The Yale 
Law Journal, Volume 51, No. 1, No- 


47 


vember, 1941. The contribution was un- 
signed but gave evidence of research and 
understanding. It points out that the ideal 
corporation visualized by § 7(c)(1) of 
the act would be a corporation with only 
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one class of stock sharing equally in divi- 
dends and voting rights. 

But that fact applies only to the is- 
suance of new securities and amounts 
to little more than a presumption as to 
a policy objective. In other words, the 
framers of the Holding Company Act 
were equally determined to protect the 
voting rights of preferred stockholders. 
Thus § 7(c) denies any attempt to alter 
the rights of outstanding securities where 
it would “result in an unfair or inequita- 
ble distribution of voting power.” 

It is under the controversial § 11, 
dealing with holding company integra- 
tion, that the statute definitely assures 
voting rights to preferred stock. Under 
§ 11(b) (2), the SEC is directed to pre- 
vent anything which would “unfairly or 
inequitably distribute voting power 
among securities.” The Yale Law Journal 
article goes on to descibe the cases by 
which the SEC is “filling in” its inter- 
pretation of the phrase “fair and equi- 
table.” 


Ebay in two cases handed down dur- 
ing 1941 (Re Columbia Gas & Elec- 
tric Corp., Release No. 2477; and Re 
Northern New England Co., Release No. 
2737) control of corporations was virtu- 
ally handed over to their preferred share- 
holders. One of these cases involved a 
voluntary reorganization plan under § 
11(e). The commission in these cases 
not only granted preferred stock voting 
rights upon the happening of four quar- 
terly defaults in preferred dividends, but 
also announced its intention to grant pre- 
ferred stock voting rights even before 
default in preferred dividends. Applica- 
tion of this rule would give preferred 
stockholders voting control in many com- 
panies and would, as a result, undoubted- 
ly discourage future issues of preferred 
stock. 

In one of these cases (Re Northern 
New England Co.) the SEC even went 
so far as to require that preferred and 
common stock be reclassified as a single 
class of stock. This drastic action was 
taken where there were three different 
classes of preferred stock with substan- 
tial arrears and the complexion of the 
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corporate structure required the com- 
mission to go further than merely redis- 
tributing voting power. 

It would thus seem to be the policy of 
the commission to give common stock to 
preferred stockholders in the recapitali- 
zation of a corporation which is finan- 
cially embarrassed or structurally com- 
plicated, or where the preferred invest- 
ment is disproportionate. On the other 
hand, where the financial condition and 
corporate structure is satisfactory, pre- 
ferred stockholders are given voting 
rights only after a number of defaults in 
preferred dividends. In a later case (Re 
New York State Electric & Gas Corp., 
Release No. 2807), the commission in- 
dicated that this policy cannot be used 
to compel enfranchisement of a preferred 
stockholder before default has occurred. 
In other words, nonvoting preferred 
stock is still a legitimate instrument of 
utility finance. 

The Yale Law Journal article specu- 
lates on this modification: 


Behind the commission’s apparent change 
of front may be its own lack of conviction 
that permanent voting rights are in them- 
selves a desirable or useful protection for 
preferred stock. Practice, as exemplified by 
the present case [Re New York State Elec- 
tric & Gas Corp.], showed that voting rights 
are an inadequate solution. The two di- 
rectors on the 5-man board who were sup- 
posedly representing the preferred stock- 
holders had long been connected with the 
company and had been directors elected by 
the common stock (the parent) for at least 
two years previously. As long as the man- 
agement was in control of the proxy ma- 
chinery a different result could not be ex- 
pected. The commission’s disregard of 
permanent voting rights in the instant case, 
coupled with its insistence on earlier special 
enfranchisement after default, suggests that 
strengthening of contingent voting rights 
will be its future objective in the protection 
of preferred stockholders. This objective 
appears more just and realistic than initial 
enfranchisement. If an investor is interested 
more in a stable return than in taking part 
in the management, the grant of permanent 
voting rights may give little beyond an illu- 
sion of security. As soon as his stable return 
is threatened, however, the preferred stock- 
holder becomes vitally interested in the com- 
pany’s operations. At this point contingent 
voting rights appear as an extraordinary 
security device whose virtue depends on its 
timeliness. In the principal case, for instance, 
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the enfranchisement of the stockholders of 
the retired issue enabled them to elect one- 
quarter of the board from the beginning, 
but their right to elect a majority would 
not appear until after three years of de- 
fault, by which time the corporation might 
be beyond salvage by the most prudent di- 
rectors. The new issue, on the other hand, 
enables the preferred to take control 
eighteen months after the first default. 
While any choice of a period, balancing 
protection for the preferred with the need 
for managerial flexibility, must avoid 
forcing the management into improvident 
dividend declarations to preserve its con- 
trol of the company, the acceleration of 
the contingent rights in the principal case 
seems well justified. 


oh article went on to examine other 
contingencies: The default which 
might give ground for enfranchising the 
preferred stockholder on the theory that 
an ounce of prevention might be worth 
a pound of cure in corporate financial 
troubles. It was suggested that a con- 


tingent voting right might be appropriate 
when the “common cushion falls below 
a certain ratio to the investment.” 
Another standard might be the ratio of 
earnings to fixed charges and preferred 
dividend requirements, with increasing 
contingent voting rights as the ratio con- 
tinues to fall. Average figures for the 
industry could be used as a guide in cases 
where the preferred investment is small ; 
preferred shareholders might receive a 
vote upon the happening of the con- 
tingency before actual default, but not 
voting control. 

Other means of protecting the pre- 
ferred stockholder mentioned were (1) 
the required sending of a form prepared 
by the commission in proxy solicitation ; 
(2) commission approval of designees 
as preferred stock directors; (3) the 
establishment of preferred stock trustees 
who would send out proxies whenever 
voting right contingencies arise. 








Public Service 


“oo service manufactures a product... 


electricity. 


The big difference, it dawns on us, is that public service 
doesn’t just throw its product on the market and forget about 
it. It places every possible safeguard about its distribution; it 
teaches us how to enjoy electricity without the risks; it has, at 
enormous expense, trained whole generations to respect elec- 
tricity and recognize it as a wonderful servant which must be 
kept under control lest it revolt and kill its master. This, my 
friends, is done voluntarily by what you and I are too often 


prone to call a ‘heartless corporation. 


339 


—JouN Reap KarEL, 
Writing in The Kewaunee (Wis.) Enterprise. 
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SPAB Limits Utilities and REA 
On Copper 


.* line with the policy laid down earlier on 
construction, the Supply Priorities and Al- 
locations Board on December 6th announced a 
broad policy covering the building of public 
and private power projects. The policy in sub- 
stance directed that every effort be made to 
aid in the completion of projects now sub- 
stantially under way, but that aid be withheld 
from new projects unless they can be shown 
to be essential to national defense or to the 
public health and safety. 

In announcing this policy, SPAB also an- 
nounced that 1,500 tons of copper will be made 
available monthly to the Rural Electrification 
Administration, up to a total of 10,500 tons. 
SPAB estimated that this will enable REA to 
finish all projects which are now more than 40 
per cent complete, and to finish a number which 
are less than 40 per cent complete, All proj- 
ects in this latter group will be reviewed, and 
those which have been started and on which 
construction is well under way will be com- 
pleted. 

After three months the whole program will 
be reviewed by SPAB to see whether any dif- 
ferent action should be taken in the light of 
conditions at that time. 

In the general policy on power projects are 
the following points: 

Both public and private power projects must 
be treated alike, and the mere possession of 
a substantial inventory should not allow one 
group to undertake a project for which the 
other is denied priority assistance. 

During the emergency, neither public nor 
private power bodies may start projects which 
would duplicate facilities of the other. 

Private power companies may not take ad- 
vantage of inventories they now have to pre- 
émpt an area under development by REA. 

All proposed extensions, whether by public 
or private power companies, and whether in- 
volving inventories on hand or materials to be 
acquired, must be submitted to OPM for ap- 
proval, disapproval, or modification. This does 
not apply to low-tension drop lines from ex- 
isting systems. 

SPAB held that however important it may 
be to extend feeder lines into unserved agri- 
cultural areas, such extensions usually repre- 
sent a use of copper less essential than other 
uses which should be satisfied first; and the 
board also pointed out that such extensions 
usually require relatively large amounts of 
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copper per customer connected to the lines. 

With reference to both public and private 
power projects which are not now under con- 
struction and which are designed to serve un- 
served rural areas, SPAB directed the OPM 
to prepare and present to SPAB complete 
studies of power requirements for this pur- 
pose, of copper requirements, and the effect 
of electrification on the increasing of farm pro- 
duction, on which a subsequent decision may be 
based, 

It is understood that following the announce- 
ment of the SPAB policy, the officials of REA, 
under the leadership of Administrator Slat- 
tery, were preparing to carry out any orders 
which OPM might issue pursuant thereto. It 
had even been expected in some quarters that 
Mr. Slattery would issue a formal statement 
announcing complete codperation of his agency 
with the objectives outlined in the SPAB an- 
nourncement. 

As to new construction, OPM subsequently 
implemented the SPAB policy by issuing an- 
other amendment to Preference Order P-46. 
An important feature of this amendment is that 
it “blankets in” all electric utilities, public or 
private, whether or not they have been using 
P-46—heretofore optional. This means that the 
use of utility inventories is frozen, during any 
quarter, to the amount of materials used in the 
corresponding quarter of 1940, or 25 per cent 
of the 1940 total. No inventory withdrawals 
may be made without OPM permission, ex- 
cept for work 40 per cent completed—and then 
only if priority is granted for scarce materials. 

he order also extends the prohibition 
against line extensions (costing less than $500 
overhead, $1,500 underground) if such exten- 
sion is for more than 1 ,000 feet. Utilities (both 
public and private) will be required to main- 
tain continuous inventories of materials in 
stores accounts, subject to OPM inspection. 


Utility Bill Approved 


é x= House Committee on Banking and 
Currency last month approved a bill au- 
thorizing the Reconstruction Finance Corpo- 
ration to make loans up to $150,000,000 to both 
private and public corporations for the pur- 
chase of utility properties which must be dis- 
eae of under the Holding Company Act of 
1935. 

The measure provides, however, that such 
loans may not be made unless sufficient evi- 
dence is furnished that private capital is not 
available and specifies that the Federal Loan 
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Administrator himself must approve such 
loans. Although the loans are authorized “in 
order to assure the production of an adequate 
supply of gas and electricity,” as well as to 
facilitate simplification of holding company 

, the committee specifically declined 
to permit the funds to be used for construc- 
tion of transmission lines or other equipment. 
The loans may be made to any municipality, 
state, or political subdivision or agency, co- 
éperative or corporation, nonprofit or private. 


McKellar Wins Fight on TVA 


OT a voice was raised in the Senate against 

Senator McKellar’s knifing of the TVA 
Douglas dam project, urged by the White 
House and OPM as of the utmost importance 
to the defense program. Not even Senator 
Norris, who had been reported as prepared to 
take a hand, had a word to say in support of 
the TVA recommendation. 

Both the Senate and the House contributed 
to McKellar’s triumph over the engineering 
experts who investigated the matter. The Pres- 
ident apparently is willing to let the program 
go through as passed by the Senate. The TVA 
directors, however, still insist that war produc- 
tion has thus suffered a serious setback. 


New Power Lines Planned 


tf Shawinigan Water & Power Company 
announced last month that it was plan- 
ning to construct new high-tension lines in- 
volving a total expenditure of $1,600,000. The 


expansion was made necessary because of the 
increased demands of Canadian war indus- 
tries. 

Completion of these lines, the company de- 
clared, would give the Shawinigan Water & 
Power Company one of the most complete 
electric grids anywhere in the world. The lines 
will be constructed for 110,000 volts, but will 
be operated at 60,000 volts pending the instal- 
lation of complete equipment. A marked im- 
provement in water conditions, the company 
announced, assured the operation of Shawini- 
gan hydro plants at full capacity this winter. 


Power Strike in Mexico 


a power service to private consum- 
ers, industry, and a railway serving four 
states was crippled by a strike of the Orizaba 
Electrical Workers Syndicate after the union 
rejected a compromise offer on wage increase 
demands, the Mexican Ministry of Labor an- 
nounced last month. 

The syndicate is affiliated with the Mexican 
Regional Workers Confederation, a group 
much smaller and less influential than the 
Mexican Workers Confederation. 

Service was affected when last-minute ef- 
forts of the Federal Arbitration and Concilia- 
tion Board to avert a walkout failed. 

The workers demanded wage increases total- 
ing 40,000 pesos (about $8,000) and a 2-year 
contract. They were offered increases of 15,- 
000 pesos and 2-year renewal of their then 
existing contract. 


2 
Alabama 


Rural Construction 
Discontinued 


T= Alabama Power Company last month 
announced the discontinuance of construc- 
tion of new rural lines so long as a shortage 
exists of critical materials needed in their con- 
struction. In making the announcement, Presi- 
dent Thomas W. Martin said that for many 
years Alabama Power Company has been a 
leader in bringing electric service to the rural 
sections of Alabama. “Each year,” he said, 
“the company has constructed hundreds of 
miles of rural lines, until today it has more 
than 7,000 miles of rural distribution lines and 
onl than 37,000 customers served from these 
ines, 


“In recent months the requirements of na- 
tional defense for such materials as copper, 
zinc, and steel have been increasing to such 
an extent as to make it necessary to discon- 
tinue construction of new rural lines. The 
company has therefore been modifying its 
rural program progressively over a period of 
months toward attaining this end, and is now 
bringing its rural line construction activities 
to a complete stop. No commitments will be 
made under existing conditions to construct 
more new rural lines. However, this policy 
does not preclude connecting customers to ex- 
isting rural lines within the scope of OPM 
regulations, contingent upon the availability of 
the relatively small amounts of copper, steel, 
and other such materials which may be re- 
quired.” 


Arkansas 


REA Wins Power Contract 


arm major steps by the government con- 
tributed to REA’s success in securing for 


one of its codperatives (Ark-La Electric Co- 
Sperative) a contract to supply part of the 
power for the new aluminum plant in Ar- 
kansas: (1) The Federal Works Agency (suc- 
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cessor to PWA) seized the property of the 
Oklahoma Grand River Dam Authority. This 
was done primarily to avoid bankruptcy of 
the PWA-financed project. (2) The Federal 
Works Agency canceled a contract under 
which Oklahoma Gas & Electric Company pur- 
chased approximately one-half of the project’s 
present output of power. This power has been 
turned over to the Ark-La coéperative. (3) 
The RFC approved a contract with the co-op 
(negotiated by REA) under which the codp- 
erative will build 150 miles of transmission line 
and sell the power to the Defense Plant Cor- 
poration, RFC subsidiary, which is construct- 
ing the aluminum plant. 


Rate Increase Allowed 


en E. Carter, chairman of the state utili- 
ties commission, announced recently that 


* 


the commission would permit the Twin City 
Pipe Line Company, Fort Smith, to put cer. 
tain industrial rate increases into effect with. 
out posting an indemnity bond. The company 
will deposit “excess” money collected under 
the new rates in a trust fund account at 3 
bank. If the commission decides that the sched. 
ules should not be granted, the money would 
be refunded to consumers. 

The increases applied to Twin City’s rates 
to the Oklahoma Gas & Electric Company and 
to the Arkansas Smelting Company, and the 
affiliated Southwestern States Gas Company's 
rates to industrial consumers at Barling, Green. 
wood, Lavaca, and certain rural areas. The 
commission had suspended the schedules for 
thirty days, pending a decision on Twin City’s 
application for a general increase of indus. 
trial rates. Bond was posted so that these 
increases could become effective. 


California 


Rate Reduction Announced 
Se rates of the Coast Counties Gas & 
Electric Company for natural gas and 
electricity will be reduced $280,000 annually, 
Commissioner Richard Sachse of the state 
railroad commission announced recently. 
The reduction, which followed the conclu- 
sion of an investigation of the company’s op- 


erations during the last year by the staff of 
the commission, means natural gas charges 


will be lowered $192,000 and electric rates by 
$88,000 on an annual basis. 

The new rates would be placed in effect as 
soon as engineers of the commission and rep- 
resentatives of the company could work out 
the new rate schedules. To assist the commis- 
sion in this, Commissioner Sachse called two 
conferences to which representatives of the 
cities and counties served by the company, in- 
terested groups and organizations, and the 
general public were invited. 


Connecticut 


Plant Gets State Guard 


Ayor Spellacy of Hartford announced on 
December 11th that members of the 
state guard had been detailed at his request 
to guard the Dutch Point plant of the Hart- 
ford Electric Light Company, and that forty 
Hartford policemen had been assigned to pro- 
tect the electric light company’s eight substa- 
tions in the city. 
The mayor said he informed the office of 
Adjutant General R. B. DeLacour that, in his 


> 


Illin 


Special Session Called 


(oo Dwight H. Green recently called 
a special session of the state legislature 
for December 18th. 

The legislators will consider measures neces- 
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opinion, it was necessary immediately to pro- 
vide protection for the light company plant. 
He requested, therefore, that the state guard 
reinforce the company guards policing the 
power plant. 

The city’s chief executive said he had also 
asked the Adjutant General’s office to provide 
protection for the substations and that, pend- 
ing development of final arrangements, forty 
Hartford policemen have been assigned for 
hour duty at the eight strategic points of the 
company’s system. 


ois 


sary to protect the state’s numerous defense 
industries and transportation systems. He said 
he would appoint a special policy authority to 
coordinate efforts of all law enforcement 
agencies from the militia-down to town mar- 
shals. 
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Indiana 


Lease Assignment Petition 
Amended 


HE municipally owned Citizens Gas & Coke 
T utiiity recently amended its plea to the 
Boone County Circuit Court for invalidation 
of assignment to the city of Indianapolis of 
a 99-year lease of Indianapolis Gas Company 
property by Citizens Gas Company, the public 
agency’s predecessor. 

The city agency contended in its petition, 
among other things, that assumption of this 
lease would force the municipality to pay ap- 
proximately $300,000 more a year for use of 
Indianapolis Gas facilities than it could bor- 


row at present rates, without any provision 
for readjustment, and would impose an addi- 
tional burden of about $6,000,000 on the city 
for payment of taxes and on gas consumers 
for the life of the lease. This arrangement, the 
agency declared, would be “improvident and 
reckless.” 

The U. S. Supreme Court recently remanded 
this case, brought by Chase National Bank as 
trustee for $6,881,000 of 5 per cent consolidated 
mortgage bonds, to state tribunals for lack of 
Federal jurisdiction. The city council has au- 
thorized institution of condemnation proceed- 
ings to acquire this property, but this suit is 
being held in abeyance pending a court de- 
cision on validity of the lease. 


Kentucky 


Answers Criticism 


riTIcCIsM of the proposed Rural Electrifi- 
e cation Administration generating plant to 
be built in Clark county, Kentucky, was an- 
swered in a statement issued in Washington 
early last month by J. M. McIntyre of Flem- 
ingsburg, Kentucky, attorney for the East Ken- 
tucky Rural Electric Cooperative Corporation. 
The proposed plant and transmission lines 
on which an application for approval has been 
filed before the state public service commis- 
sion, have been criticised both in editorials in 


among officers and directors of the transmis- 
sion codperatives that make up the member- 
ship of the East Kentucky cooperative. 

The burden of the argument, McIntyre said, 
is there is no justification for the new plant 
from the standpoint of the rural electric co- 
operatives, the farmers, public interest, or na- 
tional defense. The pamphlet claimed the new 
plant would not enable codperatives to obtain 
a lower over-all cost of power, to obtain bet- 
ter service, to be assured of an adequate and 
dependable power source under all circum- 
stances, or to contribute to the electrical power 
requirements of the national defense system. 

In reply, McIntyre said preliminary esti- 


the co-ops are required to make for substan- 
tial rental, increased rates due to the rise in 
coal prices, and the cost which the co-ops must 
pay if it becomes necessary for privately 
owned utilities to increase their investment in 
equipment to serve the codperatives. . 

He said it was essential to the future well- 


being of the codperatives that they own their 
generating facilities and thus be free from de- 
pendence upon outside sources, 


Legalizing TVA Tie-ups Studied 


ONG-PROPOSED legislation to circumvent court 
objections to power contracts between 
publicly owned utilities of Kentucky and the 
Tennessee Valley Authority was put under 
scrutiny of the state legislative council on 
December 10th. 

Chairman John Kirtley of the state public 
service commission and a member of the coun- 
cil presented a 17-point recommendation for 
a law permitting the program and Revenue 
Commissioner H. Clyde Reeves, also a coun- 
cil member, suggested a “tax replacement” 
plan designed to prevent loss of thousands of 
dollars in revenue by taxing units. 

Kirtley also suggested that “provision pos- 
sibly should be made” for condemning prop- 
erty of private utilities with which public 
agencies fail to agree on a purchase price but, 
midway in his discussion of this recommenda- 
tion, the council voted to go into executive 
session, reporters were excluded, and the coun- 
cil’s attitude on this proposal remained un- 
disclosed. 

The enabling legislation was necessitated by 
a court of appeals decision in 1940 which held 
that, in the case of the city of Middlesboro, a 
municipality could not delegate authority to 
fix utility rates to another agency such as the 
TVA. It has been explained that the TVA, 
under its regulations, must specify base rates 
for electricity which it furnishes to publicly 
owned utilities. 

In his recommendation to the council, Kirt- 
ley urged that rates of all publicly owned utili- 
ties served by the TVA be exempted from the 
state commission’s jurisdiction, explaining that 
the TVA’s “primary interest is to produce 
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tion system acquired last January by the Ley 
ington Railway system from the Lexingty 
Cab Company. 


power and get it to the consumer as cheaply 
as possible.” He asked, however, that vir- 
tually all other functions of the plants be 


supervised by the commission, such as issu- 
ance of certificates to begin operations, limi- 
tation of territory to be served, and regula- 
tion of service standards. 

He said it was important that unnecessary 
competition and duplication of services be 
avoided. 


Bus Franchise Bill 


EXINGTON city commissioners last month 
Does a substitute bus franchise ordi- 
nance on second reading. The ordinance au- 
thorized sale of a 20-year franchise covering 
future operations of the city bus transporta- 


It was the third bus franchise measure co 
sidered by the commissioners since July 17t 
The original ordinance was withdrawn and 
second bill was introduced August 8th aftg 
objection had been made to certain provisio 
of the first measure. A sale proposed unde 
the second ordinance was blocked by a tem 
porary restraining order issued in Fayette Cir 


successful bidder for the franchise must be 
gin operations within eight months after sak 
of the franchise. 

provided for the beginning of operations with 
in four months. 


e 
Maryland 


Utilities Ordered to Guard 
Plants 


OVERNOR O’Conor on December 12th in- 

structed Brigadier General Dwight H. 
Mohr, head of the state guard, to advise all 
private industries and utilities and municipal 
and county governments that they must pro- 
vide special watchmen and officers to safe- 
guard their properties. 

The governor cited the policy of the War 
Department in respect to responsibility for 
protection of nonmilitary installations con- 
sidered vital to national defense and requested 
that those concerned be asked to act promptly. 
Meanwhile, these installations are being pro- 
tected temporarily by the state guard. 

= his letter to General Mohr, the governor 
said: 

“T desire that you issue instructions through 
a selected officer or officers of the respective 
battalions of the state guard to all municipal 


and county governments, public utilities, rail 
road and other transportation systems, defens 
industries, and other sensitive points in part a 
follows: 

“The War Department of the United State 
government has announced the policy in re 
spect to responsibility for protection of non’ 
military installations considered vital to na 
tional defense, which policy is applicable ty 
the present emergency. The policy declares: 

“1. That private owners must assume pri: 
mary responsibility for the protection of their 
facilities, but 

“2. That local governments must afford pro- 
tection to municipally owned facilities, and 

“3. The state must afford protection to state: 
owned properties and works. 

“The Maryland State Guard has been called 
by me into active service as a temporary ex- 
pedient for the sole purpose of affording im. 
mediate protection in the public interest until 
private owners and local governments can ar- 
range the necessary protective force.” 


Michigan 


City Tightens Guard 


ECAUSE a major breakdown of the Detroit 
water system could cripple virtually the en- 
tire local defense industry, new recommenda- 
tions of the Federal Bureau of Investigation to 
strengthen still further the safeguards against 


sabotage were recently reported being applied 
to plants and equipment of the City Depart 
ment of Water Supply. The new measures 
were in addition to emergency steps, barring 
visitors from department property, taken pre- 
viously. All entrances except the main gate 
have been barricaded. 


Minnesota 


Oppose Gas Extension 


A COMMITTEE to investigate the economic ef- 
fect of further extension of natural gas 
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pipe lines into St. Paul was appointed last 
month at a mass meeting called to oppose the 
extension. 

Committeemen were appointed from the 
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United Mine Workers Local 12,016, CIO; Op- 
erating Engineers Local 36, AFL; Electrical 
Workers, AFL; General Drivers Union, Local 
120, AFL; Brotherhood of Railroad Train- 
men; and the Retail Fuel Association. 

During the meeting telegrams were read 
from John L, Lewis, national president of the 
Mine Workers of America; A. F. Whitney, 
national president of the Brotherhood of Rail- 
road Trainmen; and John D. Battle, executive 
secretary of the National Coal Association. 
All voiced their opposition to the natural gas 
line extension in St. Paul. 


Accepts Fare Increase 


T= St. Paul city council voted on Decem- 
ber 5th not to appeal from an order of 
the state railroad and warehouse commission 


of November 7th which increased the price of 
street car tokens. 

The council voted to adopt the report of 
Louis P. Sheahan, first assistant corporation 
counsel, and Edwin F. Jones, city utilities en- 
gineer, ‘appointed as a committee to report on 
the advisability of an appeal from the order. 
William Parranto, commissioner of public 
utilities, moved for adoption of the report. 

The commission’s order raised the price of 
tokens from 45 cents to 50 cents for 6. The 
time limit for appealing from the order ex- 
pired on December Sth. 

The order for the fare increase provided 
for a trial period of one year, and the report 
recommended that the city should consider at 
that time whether there is a basis for a new 
application for modification of the order look- 
ing toward a reduction in fares. 


Missouri 


Trial Date Set 


TS of Union Electric Company of Mis- 
souri and its former president, Louis H. 
Egan, for alleged conspiracy to violate and 
actual violation of the corrupt practices sec- 
tion of the Federal Holding Company Act has 
been set for January 12th in United States 
District Court. 

Egan and the corporation were indicted 
last January 17th by a Federal grand jury 


which heard evidence concerning the slush 
fund practices of the company and its former 
management, as disclosed by the Securities and 
Exchange Commission’s sweeping investiga- 
tion. 

The indictment contains eight counts nam- 
ing both Egan and the company as defendants. 
The first charges conspiracy to violate the act 
and the other seven counts charge actual viola- 
tions committed by making political contribu- 
tions. 


- 
New York 


Raid Precautions Taken 


pox service agencies in both the adminis- 
trative and operative fields of New York 
city began last month a check-up on their ar- 
rangements to provide an uninterrupted flow 
of facilities, so far as possible, during air raids 


or blackouts. Plans for transportation, water 
supply, food distribution, electric power, and 
gas in such emergency periods have been 
worked out in codperation with Mayor La- 
Guardia’s emergency board and representatives 
of the armed forces. Agencies, such as the 
Board of Transportation, the Port Authority, 
and the New York City Tunnel Authority, 
have participated in the plans. 

Spokesmen for privately operated bus and 
trolley lines indicated that they planned to 
follow during air-raid and blackout periods 
substantially the same procedure as_ that 
adopted in London. The Fifth Avenue Coach 
Company and its affiliates, operating almost 
all the bus lines in Manhattan, plan to install 
within each bus a new type of light, invisible 
from outside the bus, and to use the blackout 
type of headlight with a bluish screen and 
creating low visibility. 


Similar apparatus will be used by the Third 
Avenue Railroad Company, operator of street 
cars and busses in Manhattan and the Bronx. 
The board of transportation plans to install 
devices to reduce visibility of the city-oper- 
ated busses and trolley cars in Brooklyn. 
Separate arrangements will be made to dim the 
lights of elevated trains and subway trains 
where they run above the surface. 

The Consolidated Edison system has in- 
creased the number of guards inside and out- 
side its ten generating plants and at its gas 
storage tanks. Arrangements have been made 
for an interchange of electric current should 
one or more of these plants be knocked out in 
an air raid. 

The New York Telephone Company, with 


‘158 exchanges, also has taken precautionary 


measures to protect its 127 structures that 
serve more than 4,000,000 telephones. The 
company’s cables are buried in underground 
conduits, but bombing attacks might disrupt 
service by damaging exchange facilities. 

A special defense transport board repre- 
senting New York, New Jersey, and Connec- 
ticut and operating through the Port Author- 
ity has mapped a comprehensive procedure for 
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trucking food and other commodities into New 
York city over a system of secondary high- 
ways, should the main roads be required for 
military purposes, 

Chairman Milo R. Maltbie of the state pub- 
lic service commission said that elaborate pre- 
cautions have been taken to guard gas and 
electric utilities and distribution systems 
throughout the state. He said that months ago 
engineers of the commission, in anticipation 


of a possible emergency, had made surveys of 
existing facilities. 

All the private utility companies in 
the state have followed the commission’s 
recommendations, Mr. Maltbie said, including 
the provision of intercompany connections to 
supplement any interrupted services, the erec- 
tion of high fences about their power plants, 
and protection from interference from within 
their plants. 


Ohio 


Sign Gas Contract 


A NEw contract has been entered into by the 
Ohio Fuel Gas Company with the An- 
chor Hocking Glass Corporation under au- 
thorization of the Federal Power Commission 
at Washington, and effecting a saving to the 
Columbus company of $400,000 in 1942. Un- 
der terms of the contract, which runs for ten 
years, the Ohio Fuel Gas Company is assured 
of a volume of 10,000,000 cubic feet daily and 
a maximum of 20,000,000 cubic feet which, 
with a reserve of 17,000,000,000 cubic feet held 
in storage by the Columbus concern, would 
eliminate the possibility of curtailment of sup- 
ply to industries during the extreme cold 
weather of the winter months, 

Necessity for the new contract arose from 
the fact that the old contract with the Hope 
Natural Gas Company expired at the close 
of the year and the company is unable to con- 
tinue serving the Ohio Fuel Gas Company 
needs. The Hope Company recently filed an 
application at Washington for permission to 
build a pipe line extending from Texas into 
Ohio and West Virginia to provide new 
sources of supply. 

Under provisions of the new contract, the 
Ohio Fuel Gas will purchase gas coming from 
Pennsylvania and West Virginia, through a 
pipe line already in operation between New 
Era, West Virginia, and Gravel Bank, Ohio, 
a short distance below Marietta. The gas will 
be purchased, at Gravel Bank from Gas Trans- 


port, Inc., parent company of the Anchor Cor- 
poration, at the same price paid at Gravel Bank, 
plus stabilization and transportation costs. 

In addition, the Ohio Fuel Gas Company will 
be guaranteed a daily volume of 10,000,000 
cubic feet and a maximum of 20,000,000 cubic 
feet, which will be available for the entire 
Columbia Gas & Electric Corporation gas sys- 
tem in Ohio. 


Municipal Plant Probe 


Bie: full scope of the investigation under 
way into the construction of the $6,636,- 
000 addition to the Cleveland municipal light 
plant was disclosed on December 12th by 
Mayor Frank J. Lausche and Utilities Direc- 
tor W. Denton Young. Remarking that “Young 
really means business in this matter,” Lausche 
released a report by the utilities director show- 
ing that the latter had ordered Peter F. Loftus 
of Pittsburgh, consulting engineer of design 
and construction on the apparently bungled 
power project, to list and explain every altera- 
tion or omission in plans for the generating 
station. Young directed that item No. 1 of 
Loftus’ report be ‘ ‘changes due to errors by 
consulting engineer.” 

John J. Lucas, veteran assistant civil engi- 
neer of the utilities department, was assigned 
to prepare a report detailing every phase of 
the building of the 37,500-watt power station, 
whose final cost will exceed by more than $1,- 
000,000 the original estimate. 


Oklahoma 


Gas Rates Approved 


A* order approving Natural Gas Service 
Company rates for Skiatook and Sperry 
was made by the state corporation commission 
last month ending the suspense in those two 
cities over continued gas service. 

The Oklahoma Natural Gas Company will 
furnish gas to the distributing company, which 
will furnish gas at rates as follows: $1.50 for 
each customer for the first 1,000 cubic feet, 60 
cents a thousand for the next 99,000 cubic feet, 
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and all over 100,000 cubic feet at 30 cents a 
thousand, 


Fund Grab Rapped 


EMBERS of the Grand River Dam Author- 
M ity bitterly denounced the government's 
recent action in acquiring the authority’s $650,- 
000 bank account following the President’s 
proclamation taking control of the project for 
national defense. M. Duncan, chairman of the 
GRDA, said the government had gone too far. 


56 
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Edward P. Marshall, general counsel for 
the authority, said he did not believe the trans- 
fer “of these funds was properly authorized 
and that this authority should have recourse.” 


Douglas G. Wright, new project chief, told 
the members he would attempt to provide space 
for their meetings and stenographic service for 
Marshall. 


Oregon 


State Official Censured 


ge R. Bean, state utilities commission- 
er, and T. O. Russell, his chief engineer, 
were criticized by a fellow state official, 
State Treasurer Leslie M. Scott, at a recent 
meeting of the state board of control in Salem. 
Scott informed newspaper men later that he 
had referred to a recent report prepared by 
Bean and Russell in which they recommended 
that the board of control enter into a 5-year 
contract with the company for power service 
for state buildings and institutions located in 
the Salem district. “They said the contract 
is all right,” Scott declared, “but I know it is 
all wrong.’ 

The report was drafted after the board had 
authorized an investigation to determine 
whether it would be feasible for the state to 
purchase its power from the Bonneville Ad- 
ministration, Bean and Russell were asked to 
conduct the study. 

The most serious problem in providing 
Bonneville power at state buildings and insti- 
tutions centers on transmission from a con- 
nection with Bonneville lines in West Salem. 
The board of control made it plain that it 
had no funds for the construction of a dis- 
tribution system, but indicated that the Port- 
land General Electric Company might agree 
to transmit the Bonneville power at a small 
handling charge. 

Scott said he had given the state utilities 
department report careful consideration. 


District Must File Again 


HE Nehalem People’s Utility District must 

file a new complaint in its suit to con- 

demn property of the Oregon Gas & Electric 

Company as a result of a ruling by Federal 

Judge James Alger Fee last month sustaining 
a demurrer filed by the defendant concern. 

The court held that the original complaint 


filed in Federal District Court had failed to 
comply with the law by specifying boundaries 
of lands which the utility district sought to 
acquire by condemnation. 

The properties involved include an electric 
generating plant near Vernonia, transmission 
lines, and real estate. 


Gas Rules Discussed 


| reckon of new rules for distributing 
butane gas was discussed at a meeting in 
Salem last month at the request of Ormond 
R. Bean, state utilities commissioner. Bean said 
the recent school building explosion at The 
Dalles and butane gas trouble in other sections 
of eastern Oregon demanded some definite ac- 
tion. A number of technical employees of vari- 
ous state departments attended the conference. 


Purchase Agreement Reached 


oO of the Central Lincoln People’s 
Utility District with headquarters at 
Newport said last month that an agreement 
to sell the coast division of the West Coast 
Power Company for $750,000 had been reached 
between W. H. Duff, president of the Peoples 
Light & Power Company, which holds West 
Coast common stock and the Central Lincoln 


The deal which would include sale of the 
company’s coast and Clatskanie division for 
$900,000 was arranged by Dr. Paul J. Raver, 
Bonneville Administrator, who was authorized 
by the PUD to negotiate. 

Mayor Andrew Naterlin of Newport, presi- 
dent of Lincoln PUD, said Duff had signed a 
preliminary agreement binding the company 
to turn over its properties to the two Oregon 
PUD’s as soon as the purchase agreement has 
approval of the state hydroelectric a 
sion and revenue bonds are voted and sold by 
the Central Lincoln and Clatskanie PUD’s. 


Pennsylvania 


Ready to Combat Sabotage 


LL plants of the Pennsylvania Power & 
Light Company in Harrisburg and in 
twenty-eight counties throughout the state 
have made full preparations and have been in 
readiness to guard — sabotage for the 
past several months, A. B. Millar, managing 


director of the Pennsylvania Electric Asso- 
ciation, revealed last month. 

Special guards have been ordered on duty 
in line with recommendations received from 
the War Department, the State Defense Coun- 
cil, and the state public utility commission, 
Millar said, 

“We are prepared to use all precautions to 
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guarantee against any stoppage,” he said. “For 
the past six months, all utilities in Pennsyl- 


vania have been preparing for some eventual- 
ity.” 


Texas 


Plant Enlargement Approved 


Ww the United States actually at war, 
the need for quick action in enlarging 
the Dallas Power & Light generating plant 
at Mountain Creek lake was more pressing 
than ever, President George L. MacGregor 
notified city councilmen on December 9th as 
he asked for immediate approval of the $2,- 
260,000 expansion program. The proposition 
was approved by the council on December 10th 
by a vote of 6 to 2 


REA Line Approved 


HE first controversy between private and 
government-owned electric utilities in 
Dallas county was launched on December Ist 


when attorneys for the Texas Power & Light 
Company objected strenuously to granting an 
application for the building of power lines 
from the Possum Kingdom dam near Mineral 
Wells through Dallas county to Garland. 

The application was filed with the county 
commissioners court by the Brazos River 
Transmission Electric Codperative and another 
application was filed at the same time by the 
Farmers Electric Generation Corporation 
Inc., located at Gilmer, Upshur county. 

The cooperatives subsequently withdrew 
their application for a franchise, and changed 
their request to an easement to put lines 
through to Garland to serve the Guiberson 
plant. The court on December 8th granted 
the easement without opposition from the 
Texas Power & Light Company. 


Utah 


Objects to Bus Rule 


keer Utah Light & Traction Company 
joined two other utilities on December Ist 
in protesting a recent tentative order of the 
state public service commission limiting the 
number of standees in urban busses to 50 per 


cent of the rated seating capacity. The pro- 
tests were filed by the Ogden Transit Com- 
pany and Airway Motor Coach Lines, Inc. 

The company said that after following the 
order for two weeks it had found that it 
“places an undue hardship upon the riding 
public,” 


Wisconsin 


Gets Natural Gas Service 


ISCONSIN is to get natural gas. Over ob- 

jections of the United Mine Workers 
(CIO), the railroad brotherhoods, coal pro- 
ducers, and the carriers, the state public service 
commission last month voted 2 to 1 to au- 
thorize Wisconsin Gas Transmission Com- 
pany, affiliated with the Independent Natural 
Gas Company, a Phillips Petroleum Company 
subsidiary, to bring natural gas into the state 
for Milwaukee and other industrial communi- 
ties. 

The commission thus decided a controversy 
that had been before it for over a year, in 
which the Phillips interests contested with the 
Natural Gas Pipe Line Company of America 
and Western Natural Gas Company for per- 
mission to bring natural gas into markets here- 
tofore served, only by manufactured gas. Cities 
Service Company is interested in the Natural 
Gas Pipe Line Company of America, and the 
Paul Kayser interests, controlling El Paso 
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Natural Gas, were said to be sponsors of 
Western Natural Gas. 

Previously the Federal Power Commission 
concluded that it did not have jurisdiction to 
settle the question of whether Wisconsin 
should be given natural gas, or which of the 
three groups would be best prepared to render 
this service. 

The new line bringing Texas and Oklahoma 
natural gas into Milwaukee and neighboring 
communities will be 918 miles long, extending 
from Moore county, Texas, to Milwaukee. 

Organized labor warned that the unions 
would appeal the commission’s decision. 

Walter Hohler, chairman of a committee 
opposing introduction of natural gas into Wis- 
consin, urged Wisconsin Congressmen on De- 
cember 10th to persuade the Federal Power 
Commission to investigate what he described 
as expenditure of thousands of dollars on 
lobbying by natural gas interests to influence 
favorable measures by the 1941 state legisla- 
ture. 





entual- 


The Latest 
Utility Rulings 


Excess Profits Plan Suggested by Kentucky 


Commission Ruling 


Wwe may prove to be a landmark 
precedent in public utility regula- 
tion of the future is suggested in a 
unique and not widely noted rate order 
recently approved by the public service 
commission of Kentucky. By indirect 
effect, the order reduced the rates of the 
Kentucky Utilities Company. But the 
interesting feature was creation of an 
excess profits reserve, part of which 
would be set aside to relieve the utility 
and its consumers from pressure of ad- 
verse economic conditions in subsequent 
periods. 

The order, which was agreed to by the 
utility company, recited that the commis- 
sion had required the company to reduce 
rates substantially during the past six- 
teen months. Notwithstanding these 
rate cuts, it appeared that the company 
would, during the calendar year 1941, 
have an income in excess of the commis- 
sion’s idea of a fair return. Exact de- 
termination of the amount of excess 
earnings could not be forecast at the time 
of the order. Furthermore, the commis- 
sion, viewing the current period of busi- 
ness activity as an abnormal one, did not 
desire to reduce rates again during such 
unsettled economic conditions—perhaps 
only to raise them again later. 


The question posed by the commis- 
sion, therefore, was “how best to dis- 
pose of any surplus earnings which the 
company may have from its 1941 opera- 
tions over and above what the commis- 
sion believes to be a fair return.” By 
way of deciding this question, the com- 
mission found first of all that the com- 
pany’s depreciation reserve was not ade- 
quate. This finding was based on ex- 
tensive investigation of the company’s 
business. Thereupon, an informal agree- 
ment was reached between the commis- 
sion and the company, on the basis of 
which one-half of the prospective 
amount of excess earnings would be 
credited to the depreciation reserve. The 
other half would be returned to the 
proper classes of the company’s utility 
customers in the form of a credit on the 
first monthly bill following the determi- 
nation of the amount to be disposed of. 

Formalizing this agreement, the com- 
mission ordered the company to consider 
$2,650,000 as a fair return for company 
operations in 1941. The commission 
further ordered that all excess earnings 
above that amount should be disposed of 
on the fifty-fifty basis above outlined. 
Re Kentucky Utilities Co. (Case No. 
987). 


e 


Propriety of Organization Expenses 
Of Reorganized Company 


A Bi New York commission, after 
investigating proposed organization 
expenses of a reorganized corporation, 
made rulings on the propriety of various 
items. The underlying principle was to 
allow items incurred for the benefit of 


the new corporation and to disallow 
items benefiting the old corporation or its 
security holders. 

Items allowed as organization ex- 
pense of the new corporation included 
fees paid to public authorities and other 
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necessary expenditures in connection 
with the creation of the new corporation ; 
expenses incurred in taking testimony re- 
lating to the organization of the new cor- 
poration; expense of legal services 
rendered in preparing a certificate of or- 
ganization and in presenting facts at the 
reorganization hearing; preparation of 
instruments, papers, and documents for 
the organization of the new company, in- 
cluding preparation of certificate to be 
filed with the secretary of state and 
services rendered in securing an amend- 
ment by the legislature permitting the 
original company to be reorganized in 
more than one separate part, as it had 
previously composed three systems; 
preparation of by-laws of the new cor- 
poration and of the certificate of re- 
organization ; organization taxes, fee for 
filing certificate of organization, and 


Transactions Approved to Permit Recapitalization 
And Compromise of Claims 


PPLICATIONS and declarations filed 

by North Continent Utilities Cor- 
poration and its subsidiaries, the North 
Shore Gas Company, and North Shore 
Coke & Chemical Company, under § 11 
(e) and other applicable sections of the 
Holding Company Act were approved by 
the Securities and Exchange Commission. 
These related to recapitalization of Gas 
Company, sale of the principal assets of 
Chemical Company to Gas Company, 
compromise of certain claims asserted 
on behalf of Gas Company against affili- 
ates, refunding by Gas Company of joint 
bonds of both of the subsidiaries, and 
the dissolution of Chemical Company. 
Although the commission had difficulty 
with some minor features of the plan, it 
believed that the compromise which it 
embodied fell within permissible limits 
and that the plan was fair and equitable. 
Common stock held by affiliates was 
eliminated, although some allowance was 
made for common stock publicly held. 
The general rule was followed that 
where common stock which has no equity 
controls the voting power of a subsidiary 
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certified copies of certificate ;,and fee for 
filing deeds in the office of the county 
clerk. 

Among the items disallowed were ex- 
penses incurred by trustees of the old 
corporation in attending reorganization 
hearings; expenses incurred by a reor- 
ganization committee; preparation of 
various court orders relating to allow- 
ances to engineers and accountants for 
examining property and accounts of the 
old corporation; preparation and print 
ing of a deed, and transfer stamps, to be 
used on the transfer of property to the 
new corporation; and payments to engi- 
neers and accountants for examining the 
property of the old corporation and for 
adjusting book accounts of the trustee to 
conform to their findings. Re New York 
State Railways (Syracuse System) 
(Case No. 8965). 


of a registered holding company, it may 
be canceled and the preferred stock of 
such subsidiary company, including 
dividend arrears, may be reclassified into 
common for the purpose of equitably 
distributing voting power among the 
security holders of the subsidiary, pur- 
suant to § 11(b)(2). It was said that 
in view of the limited amount involved 
a small provision for public holders did 
not render the plan unfair. 

Gas Company is an operating com- 
pany distributing manufactured gas. 
Chemical Company had been organized 
to produce coke oven gas, coke, and re- 
lated by-products. It had been furnish- 
ing gas to Gas Company under a con- 
tract. This contract and various other 
transactions between Gas Company and 
controlling interests, according to the 
contentions in the case, were improper. 
The plan provided for an allocation of 
securities representing a compromise 
both of mismanagement claims and of 
conflicting views of value of the various 
parties. 

Once it appears that reorganization is 
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the appropriate method of bringing 
about a fair and equitable distribution of 
voting power, said the commission, the 
principle becomes applicable that the re- 
organization plan must be feasible. The 
commission continued : 


In this instance, it would be senseless and 
futile to undertake a reorganization of the 
Gas Company which would involve a mere 
reallocation of voting rights, and would not 
place the company in a position to meet, if 
possible, the maturing Joint Bond issue. We 
are satisfied that it is not the purpose of §§ 
11(e) or 11(b) (2) any more than it is the 
purpose of the Bankruptcy Act, to send 
forth cripples into the financial world. We 
find, therefore, that a recapitalization of the 
Gas Company, the sale of the Chemical 
Company assets, and a compromise of the 
claims are hy oid to effectuate the pro- 
visions” of § 1 

Upon the a ye its assets the Chemical 


e 


Company will become a holding company 
by virtue of its acquisition of 57,041 shares 
of the new common stock of the Gas Com- 
pany, representing about 42.46 per cent of 
the new common stock to be outstanding. 
Thus there will have been created a new 
holding company in the North Continent 
system, which serves no economic purpose 
and, on any functional basis, may be con- 
sidered to complicate unduly and unneces- 
sarily the structure of the North Continent 
system. We find, therefore, that the dis- 
solution of the Chemical Company is also 
necessary to effectuate the provisions of 


The commission declared that, as it 
had been stated many times, the basis 
upon which a going concern should be 
reorganized is an informed estimate of 
reasonably anticipated earnings. Re 
North Shore Gas Co. et al. (File No. 
54-32, Release No. 3131). 


Dial Conversion and Rate Increase Authorized 


AS company was author- 


ized by the Wisconsin commission 
to install dial equipment in place of pres- 
ent equipment which was about thirty 
years old and had practically served its 
life. It was estimated that earnings 
would be improved because of decreased 
operating expenses, and the subscribers 
desired what was generally considered a 
better service. Installation of dial serv- 
ice appeared to the commission to be in 
the public interest. 
Authority was also granted to increase 


rates for principal classes of service at 
this exchange and at another exchange. 
After conversion to dial the telephone 
plant would be increased, and estimated 
net operating revenue, when related to 
the book value rate base, indicated that 
the company would earn approximately 
6.25 per cent. 

Under the circumstances, the com- 
mission ruled, the proposed increase in 
rates would not yield an excessive re- 
turn. Re Baldwin Telephone Exchange 
(CA-1883, 2-U-1763). 


e 


Rate Discrimination in Favor of Municipality 
Is Illegal 


HE Maine commission, after an ex- 

tended review of the history of op- 
erations by Maine Consolidated Power 
Company, the Farmington Village Cor- 
poration, and the town of Farmington, 
ordered the power company to remove 
discrimination caused by the furnishing 
of electric service to the town, or to the 
Farmington Village Corporation, or to a 
public library association without charge 


or at other than the filed rates. The com- 
mission held that a contract, agreement, 
practice, or understanding, as the case 
might be, between the parties was un- 
just, unreasonable, and also discrim- 
inatory. Whether or not a contract ex- 
isted between the parties, the commission 
was of the opinion that it had jurisdiction 
to regulate rates and service, although it 
did not see evidence of an express con- 
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tract between the town and the company. 
The town had affixed conditions of free 
service to a permit, but such conditions, 
in the opinion of the commission, were 
illegal as amounting to an assumption of 
power withheld by the state. 

The fact that one party affected is a 
municipal corporation, the commission 
held, does not alter the situation with 
respect to commission regulation, as the 
general welfare under the police power 
of the state requires an implied reserva- 
tion of the right of supervision. It was 
said : 

This commission assumes jurisdiction 
where there was or is in fact a contract be- 
tween the parties, and the commission is not 
without precedent in construing contracts 
and arrangements entered into prior to its 
enabling act... . 


The parties raised many points in their 
briefs, but the main issue really before this 
commission for decision is whether or not 
the furnishing of free power by the company 
to the town, either voluntarily or under pro- 
test, is, under our statutes, illegal, unjust, and 
discriminatory. The fact that the origin of 
the practice antedated this commission does 
not bar consideration ... 


A public utility, declared the commis- 
sion, must serve consumer individuals 
and public and private corporations im- 
partially and on equal terms and condi- 
tions without discrimination. A mu- 
nicipality as a consumer fits into a class 
under a rate schedule approved by the 
commission in the same manner as dc 
private individuals or corporations. 
Maine Consolidated Power Co. v. Itsel* 
etal. (FC No. 1170). 


e 


Payments to Bankrupt Parent Company 


HE Pennsylvania commission per- 
mitted the Edison Light & Power 
Company to declare and pay a dividend 
to York Railways Company, the owner 
of all its common stock, and to make a 
payment to cover unpaid interest on in- 
debtedness to the parent company. 
Commissioner Buchanan dissented for 
two reasons, as stated by him: 

First, any payment should be on the in- 
terest and principal amounts of the indebted- 
ness of the Edison Light & Power Com- 
pany to York Railways and nothing as a 


dividend. 
Second, Edison Light & Power is faced 


with a further reduction in its rates pur- 
suant to commission complaint. Repara- 
tion claims will certainly be in order and 
the free cash, which would go then to the 
consumer, will be lacking through this 
dividend to an overcapitalized and bankrupt 
holding company. 


The York Railways Company was in 
bankruptcy with little or no assets other 
than the common stock mentioned above 
and a million dollar 6 per cent note of the 
subsidiary to secure $5,000,000 in bonds 
outstanding. Pennsylvania Public Utility 
Commission v. Edison Light & Power 
Co. (Complaint Docket No. 12697). 


& 


Telephone Subscriber Has Choice of Exchanges 


een Wisconsin commission ordered 
an extension of telephone service to 
applicants located between two ex- 
changes. It was said to be a well-recog- 
nized principle that where telephone 
lines from two different exchanges pass 
the premises of a potential subscriber 
that subscriber has the election of taking 
either of the services available. 

The applicants for service were 
located between the Lake Geneva ex- 
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change and the Genoa City exchange of 
the Wisconsin Telephone Company. 
They sought service from the Lake 
Geneva exchange, although present sub- 
scribers to the Genoa City exchange were 
closer to Lake Geneva. Likewise, they 
were further from the Genoa City ex- 
change than present subscribers. A 
rural line of the Genoa City exchange 
passed premises of applicants. 

Pairs of wires for rendering service to 
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Lake Geneva were already in a cable 
passing the premises of an applicant. To 
give service from either exchange re- 
quired tapping the cable in front of the 
premises with a drop. Hence, it was 
said, there could be no duplication of 
plant which did not already exist. 
Physical plant, it was pointed out, was 
available to serve from either exchange, 
and the amount of work necessary to 
make the connection from the lines of 
either was negligible. The commission 
continued : 


To require that a potential subscriber 
take the service of one exchange when the 
service of two is available because of some 
arbitrary line of demarcation of service be- 
tween the two, is neither equitable nor rea- 
sonable, and conceivably may result in dis- 
crimination. For example, if subscriber A 
can have only the service of exchange X 
and his neighbor B, 400 feet away, is ac- 
corded service from exchaage Y, when the 
need of both for Y exchange service is 
identical, discrimination is created. Nor 
can such discrimination be overcome by 
rendition to subscriber A of foreign ex- 
change service at the higher rates applicable 
thereto. 

Respondent admits that were all of 
the subscribers in the area agreeable to 
having Lake Geneva service, it would serve 
them from Lake Geneva. It is inequitable 
and unreasonable to predicate rendition of 
service to certain individuals whose need for 
it has been established, upon a condition that 
others forego the service they now enjoy 
when their need of that existing service is 


presumably as great as that of the appli- 

cants for another service. 

Commissioner Peterson, in a dissent- 
ing opinion, did not agree that there ex- 
isted duplicate facilities. Termination 
of facilities from the Lake Geneva ex- 
change was said to be effected by means 
of dead-ending the exchange pairs in the 
combined exchange and toll cable carried 
between Genoa City and Lake Geneva. 
The point of termination, he said, not 
only delimited the operating area of the 
Lake Geneva exchange along the high- 
way between the two cities, but likewise 
was definitive of the company’s profes- 
sion of service or undertaking to serve. 
The existence of excess circuits in the 
cable, he said, was in no way related to 
the extent of the actual or potential 
service area of either exchange. They 
were a mere incident of an ordinary and 
universally sound practice of providing 
capacity for future growth and contin- 
gencies in all cable installations. 

A question was raised as to delinquen- 
cy in payment on the part of one of the 
applicants for service, but the commis- 
sion ruled that the question of delin- 
quency had no bearing upon the issue. 
The company had its filed rules as to 
payment of current bills, and delinquent 
accounts were collectible as any similar 
debt. Re Wisconsin Telephone Co. 
(2-U-1771). 


e 


Shifting of Subscribers Not Permitted 
When Extension Made 


HE Wisconsin commission directed 

the Wisconsin Telephone Company 
to extend service from its Milwaukee 
exchange to serve subscribers in a sub- 
division where such service had been re- 
queste4. but denied a petition by the com- 
pany .J¢ authority to discontinue from 
its Waukesha exchange service to other 
subscribers in the same town. 

The company took the position that 
the maintenance of a_ definite area 
boundary as far as possible would pro- 
duce adequate and dependable telephone 
service through the building up of ex- 


change plant to serve a defined area 
within prescribed limits in a practical and 
economical manner. It was said that to 
continue to give Waukesha service to a 
subscriber located in the territory where 
Milwaukee service was to be extended 
would result in additional expense, and, 
moreover, a discriminatory situation 
would be produced whereby a Waukesha 
subscriber could walk across the street 
and have toll-free connection to Mil- 
waukee through his neighbor’s telephone, 
or a Milwaukee subscriber could get toll- 
free Waukesha exchange service. 
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No discussion was considered neces- 
Sary as to the adequacy of telephone 
service to the potential subscribers for a 
Milwaukee service. The company con- 
ceded the need of it, and the testimony 
showed that in all likelihood all of the 
signers of the petition for service would 
be subscribers. The condition which the 
company would impose for the rendition 
of Milwaukee service in the area affected 
was, however, considered to be neither 
equitable nor reasonable. The commis- 
sion said: 

Certainly it cannot be said that those sub- 
scribers of Waukesha service whose lives 
have been accommodated to the existing 
service should undergo hardship and pos- 
sible real injury by being compelled to 
change from the service of one exchange to 


that of another. Subscribers with a record 
of many years’ use of the service of an ex- 


7 


change have a more valid right to a con. 
tinuance of that service than any individual 
applicant for service from some other ex. 
change. Regardless of the question of the 
authority of the commission to direct a dis. 
continuance of the service of one exchange 
when another is about to enter the territory, 
we do not feel that we may properly author. 
ize such discontinuance here. 

In connection with the allegation of dis. 
crimination, it appears that such discrimi. 
nation presently exists for three of the sub. 
scribers for whom the company asks ap. 
thority to discontinue service from Wauke. 
sha. Within the restricted area herein in- 


avoiding payment of a toll charge would be 
stimulated by the result of this order. 


Zahn et al. v. Wisconsin Telephone Co. 
(2-U-1728, 2-U-1759). 


Judicial Decision on Municipal Power to 
Control Use of Streets Delayed 


_ supreme court of Illinois 
granted a stay of mandate in its 
decision holding that municipalities have 
full control over the use of their streets 
by private utilities in the Geneseo liti- 
gation. This stay may result in a third 
supreme court review of the case in 
January. The court, in a ruling handed 
down on November 24th, declared that 
municipalities rather than the Illinois 
commission have full authority to bar the 
use of their streets for poles or other 
equipment after a utility’s franchise ex- 
pires. Ordinances of the city of Geneseo 
and the village of Heyworth directing the 
Illinois Northern Utilities Company and 
the Central Illinois Electric & Gas Com- 
pany to remove their lines from the 
streets in those communities were sus- 
tained. : 

This case was first before the Illinois 
Supreme Court in Geneseo v. Illinois 
Northern Utilities Co. (1936) 363 Ill 
89, 14 PUR(NS) 61, 1 NE(2d) 392, 
where it was held that the Utilities Act 
withdrew from local municipalities 


supervision of public utilities and vested 
the same in the commission with the ex- 
clusive power of regulation and control, 
and that the municipality was without 
legal power and authority to oust the 
company after expiration of its fran- 
chise. 

That decision was overruled in 
Geneseo v. Illinois Northern Utilities 
Co. (April 10, 1941) at which time the 
court reversed lower court decisions 
affirming commission orders dismissing 
complaints by the municipalities to 
secure removal of public utility facilities. 
(For commission decision, see 28 PUR 
(NS) 208.) This latest decision was on 
rehearing of the April ruling and that 
ruling was adhered to, the court holding 
that the Public Utilities Act has not 
withdrawn from cities the power to per- 
mit or refuse a franchise to use the 
streets and to compel utilities whose 
franchises have expired to remove their 
poles and wires from the streets and to 
cease supplying service. City of Geneseo 
v. Illinois Northern Utilities Co. 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports, 
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SECURITIES AND EXCHANGE COMMISSION 


Re Sudam Corporation 


[File No. 31-513, Release No. 3101.] 


ntercorporate relations, § 19.26 — Holding company exemption — Ownership 


of foreign securities. 


A holding company whose only business is the ownership of securities of 
public utility companies, organized and operated exclusively in South Amer- 
ican countries, which have no public security holders who are residents 
of the United States should be granted an exemption pursuant to § 3(a) 
(5) of the Holding Company Act, 15 USCA § 79c(a) (5). 


[October 30, 1941.] 


A PPLICATION for exemption from Holding Company Act un- 


der § 3(a) (5); granted. 


APPEARANCE: E. M. Calkin, for 
he Public Utilities Division of the 


By the Commission: Sudam Cor- 
boration, purely a holding company 
brganized under the laws of the state 
bf Delaware and the owner of more 

an 10 per centum of the voting se- 


curities of several South American 
public utility companies, filed an ap- 
plication for exemption pursuant to 
§ 3(a) (5) of the Public Utility Hold- 
ing Company Act of 1935, 15 USCA 
§ 79c(a) (5), for an order exempting 
it as a holding company. After appro- 
priate notice, a public hearing was held 
on this application." Having examined 





1The National City Bank of New York, 
fhe owner of more than 10 per centum of the 
oting securities of Sudam Corporation, filed 

application for exemption as a holding 


1] 


company pursuant to § 3(a)(4) of said act. 
Our order setting the application of Sudam 
Corporation and that of the National City 
Bank of New York for hearing consolidated 
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the record of such hearing, the Com- 
mission makes the following findings: 

The applicant was incorporated on 
May 24, 1941, by representatives of 
The National City Bank of New York, 
The Chase National Bank of the city 
of New York, and Westinghouse Elec- 
tric International Corporation for the 
purpose of holding various securities 
issued by the subsidiaries of South 
American Utilities Corporation and 
acquired by such organizers in the 
foreclosure of an indenture executed 
by the last-mentioned company.* The 
securities so acquired were transferred 
to the applicant in consideration of the 
issuance of its notes to the three in- 
terested institutions in an amount ap- 
proximately equivalent to the portion 
of the purphase price of the foreclosed 
collateral paid by each. Applicant now 


has outstanding the following securi- 
ties which are owned as indicated : 


Notes in the principal amount of $2,117,672 ... 


Capital stock—919 shares without par value 


=—<ptated vale SEO11 0. iiisccscccwassacsice 


Applicant’s only assets, other than 
a small amount of cash, consist of the 
debt and equity securities of its sub- 
sidiaries which are all electric utility 
companies organized and operating in 
South American countries. These 
subsidiaries are: 

Cia. Electrica de Curico, S. A. —a 
Chilean corporation operating in Chile 


ecccceees $923,391 


of which applicant and Cia. Sud Amer. 
icana de Servicios Publicos, S. A. 
owns 73 per cent of the voting secu. 
rities. The remainder of the voting se. 
curities are owned, according to the 
records of the company, by nonreg- 
dents of the United States. 

Cia. Sud Americana de Servicios 
Publicos, S. A. — also a Chilean cor- 
poration operating in Chile and of 
which applicant owns all of the voting 
securities. 

Cia. Sud Americana de Servicios 
Publicos, S. A. — an Argentinian cor- 
poration operating in Argentine of 
which applicant owns all of the voting 
securities. 

Cia. Luz Electrica de Lues Arrayas, 
S. A., — an Argentinian corporation 
operating in Argentine of which Cia, 
Sud Americana de Servicios Publicos, 
S. A., owns 99.9 per cent of the vot- 
ing securities. The ownership of the 
remainder of the voting securities (9 


Chase National Westinghouse 
National City Electric 


$923,391 $270,890 
437 437 45 


shares of the capital stock) of this 
company is unknown to both it and 
the applicant. 

Usina Electrica Salliquelo, S. A.— 
an Argentinian corporation operatingy 
in Argentine of which Cia. Sud Ameri- 
cana de Servicios Publicos, S. A. owns 
all of the voting securities. 

Cia. Telefonica y Luz Electrica de 





the hearings on these applications. Subse- 
quently, The National City Bank of New 
York by amendment to its application request- 
ed that we first dispose of the application of 
Sudam Corporation and in the event that the 
latter application is granted that it be per- 
mitted to withdraw its application and rely 
upon the exemption provided by Rule U-10. 
We have no objection to the suggested pro- 
cedure. 
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2 South American Utilities Corporation wa) 
formed in 1935 as the result of the reorgan 
ization of Intercontinents Power Company 
which was indebted to the above-named in 
stitutions. Pursuant to the reorganizatio 
plan, the new company issued notes collateral 
ized by the debt and equity securities of i 
subsidiaries to such creditors. After a judg 
ment foreclosing the indenture, this collatera 
was sold on May 1, 1941, to the holders of th 
notes. 





RE SUDAM CORPORATION 


Chubut, S. ‘A., an Argentinian corpo- 
ration operating in Argentine of 
which Cia. Sud Americana de Serv- 
icios Publicos, S. A. owns 100 per cent 
of the voting securities. 

Cia. Sud Americana de Servicios 
Publicos, S. A., a Brazilian corpora- 
tion operating in Brazil of which ap- 
plicant owns all of the voting securi- 
ties. 

Cia. Santamarieuse de Luz Elec- 
trica, S. A., a Brazilian corporation 
operating in Brazil of which applicant 
owns 99.7 per cent of the voting se- 
curities. The ownership of the re- 
mainder of the voting securities (17 
shares of the capital stock) is unknown 
to both it and the applicant. 

On May 18, 1937, we granted 
South American Utilities Corpora- 
tion an exemption as a holding com- 
pany under § 3(a)(5) with respect to 
each of the foregoing companies. 

Other than in the instances above 
noted, none of applicant’s sub- 
sidiaries have any securities outstand- 
ing in the hands of the public. The 
business of each of its subsidiaries is 
carried on exclusively within the coun- 
try under whose laws it is incorporat- 
ed. 

Since applicant is not itself a pub- 
lic utility company and derives no ma- 
® terial part of its income, directly or in- 


directly, from any subsidiary the prin- 
cipal business of which within the 
United States is that of a public utili- 
ty company, we find that applicant 
meets the formal requirements of sub- 
section (5) of § 3(a) of the act. 
Inasmuch as neither applicant nor any 
of its subsidiaries have any securities 
which are publicly held in this country, 
we perceive no reason for denying or 
qualifying the exemption under the 
“unless and except” clause of the first 
sentence of § 3 as we have done where 
we were of the opinion that to do oth- 
erwise would be detrimental to the 
public interest and the interests of 
United States investors.® 

We will, therefore, exempt appli- 
cant from all provisions of the act 
applicable to it as a holding company 
with respect to its ownership of the 
securities of the subsidiaries herein 
considered. Such an exemption will 
have the effect of exempting those sub- 
sidiaries from the provisions of the 
act applicable to them as subsidiaries 
of applicant; both applicant and its 
subsidiaries will, however, remain 
subject to any obligations under the 
act which might become applicable to 
them in any other capacity. 





8 See Re International Utilities Corp. and 
Dominion Gas & E. Co. (1941) Holding Com- 
pany Act Release No. 2810. 





SECURITIES AND EXCHANGE COMMISSION 


Re United Corporation 


[File Nos. 54-33, 59-25, Release No. 3109.] 


Commissions, § 30 — Jurisdiction — Constitutional questions. 
1. The Commission has no authority to pass upon any challenge to the 


3 
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-validity of the Holding Company Act which it is called upon to admin. 
ister, but the Commission must proceed upon the assumption that the stat- 
ute is constitutional unless and until the judiciary, in an appropriate pro- 
ceeding, declares otherwise, p. 6. 


Intercorporate relations, § 19.8 — Simplification of holding company system — 
Procedure — Submitted plan as bar to other proceedings. 
2. The fact that a plan for divestment of control of subsidiaries has been 
submitted to the Commission under § 11(e) of the Holding Company 
Act, 15 USCA § 79k, does not deprive the Commission of its statutory 
authority to institute proceedings against a holding company under §§ 1] 
(b)(1) and 11(b)(2) and to take evidence in such proceedings, p. 6. 


Intercorporate relations, § 19.8 — Simplification of holding company system — 
Consolidation of proceedings. 
3. Proceedings under §11(e), 15 USCA § 79k, for approval of a plan 
of corporate simplification of a holding company system and proceedings 
instituted by order of the Commission under § 11(b) to determine wheth- 
er the holding company system complies with the requirements of §§ 11 
(b)(1) and 11(b)(2), both proceedings involving common questions of 
law and fact, may, in the discretion of the Commission, be consolidated 
for the purpose of saving time, effort, and expense, p. 6. 
Intercorporate relations, § 19.8 —Simplification of holding company system — 
Procedure — Prior determination as to subsidiaries. 
4. Conclusion of proceedings under § 11(b) of the Holding Company Act, 
15 USCA § 79k, for simplification of the system of subsidiaries of a top 
holding company is not a condition precedent to the institution of proceed- 
ings under § 11(b) against such holding company itself and the taking 
of evidence in connection therewith, p. 9. 
Intercorporate relations, § 19.8 — Simplification of holding company system — 
Statement of tentative conclusions. 
5. A holding company which has filed a plan for simplification under 
§ 11(e) of the Holding Company Act, 15 USCA § 79k, and against which 
proceedings have been instituted pursuant to § 11(b) is not entitled, asa 
matter of right, to a statement of tentative conclusions by the Commis- 
sion beyond the allegations in the notice and order for hearing, but the 
issuance of such a statement is a matter of the Commission’s discretion and 
such a statement should be denied when the original notice and order are 
adequate to appraise the respondent of the issues raised, such a statement 
would not expedite matters, and the respondent has not demonstrated the 
necessity or desirability of issuing such statement, p. 9. 
[November 3, 1941.] 


EARING on issues of law raised in answer by holding com- 
pany to notice and order pursuant to § 11(b) of the Hold- 
ing Company Act; rulings made on issues raised and consolidat- 
ed hearing ordered on plan submitted under § 11(e) and order 
under § 11(b). Rehearing denied November 14, 1941, in Re- 
lease No. 3127. 
a 
APPEARANCES: Whitman, Ran- Joyce Smith and Richard G. Miller 
som, Coulson & Goetz, by Richard for The United Corporation; Hary 
41 PUR(NS) 4 
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RE UNITED CORPORATION 


G. Slater, for the Public Utilities Di- 
vision of the Commission. 


By the Commission: On March 
4, 1941, the United Corporation, a 
registered holding company, filed an 
application, pursuant to § 11(e) of the 
Public Utility Holding Company Act 
of 1935, 15 USCA § 79k(e) for ap- 
proval of a plan “for the divestment 
of control” of its subsidiaries. In 
substance, this plan provides that, ex- 
cept with the approval of the Com- 
mission, United shall not vote its 
holdings of the securities of its direct 
subsidiaries; that it shall have no di- 
rectors or officers in common with any 
of its direct subsidiaries; that it shall 
not engage in any transactions with 
any of its direct subsidiaries, except 
upon application to and approval by 
the Commission; and that it shall re- 
duce its holdings of the securities of 
its direct subsidiaries at such time as, 
in the judgment of its board of di- 
rectors, such securities may be dis- 
posed of advantageously. 

On July 28, 1941, we issued a no- 
tice of and order for a hearing on the 
questions whether United’s plan is 
necessary to effectuate the provisions 
of subsection (b) of § 11, whether 
the plan is fair and equitable to the 
persons affected thereby, and whether 
the Commission should enter an order 
approving the plan. In addition, the 
notice and order set forth various 
factual allegations based upon the 
Commission’s examination of the cor- 
porate structure of United and its 
subsidiaries, and further alleged, upon 
the basis of such examination, that it 
tentatively appeared to the Commis- 
sion that the operations of the United 
holding company system are not limit- 


ed in accordance with the requirements 
of § 11(b) (1), and that the distribu- 
tion of voting power among the secu- 
rity holders of United and the corpo- 
rate structure of United and the Unit- 
ed holding company system violate the 
provisions of § 11(b) (2). According- 
ly, the notice and order directed that 
United be given an opportunity to be 
heard, inter alia, on the question 
whether orders should be entered re- 
quiring United to take such steps as 
might be necessary to comply with the 
provisions of §§ 11(b)(1) and 11(b) 
(2) of the act. 

The notice and order of July 28th 
further stated that since it appeared 
“that the matters here concerned are 
related and involve common questions 
of law or fact and that evidence of- 
fered in respect of each of the matters 
may have a bearing on the other; 
and that substantial savings in time, ef- 
fort, and expense will result if the 
hearings on said matters are consoli- 
dated so that they may be heard as 
one matter and so that evidence ad- 
duced in each matter may stand as 
evidence in the other for all purposes, 
‘ it is hereby ordered that the 
proceedings here involved be consoli- 
dated for hearing.” 

United’s answer to the notice and 
order admits substantially all of the 
factual allegations, denies the allega- 
tions that United’s operations and cor- 
porate structure do not meet the re- 
quirements of §§ 11(b)(1) and 11 
(b)(2), sets up various affirmative 
defenses, and ends with a prayer that 
the proceedings instituted under §§ 11 
(b)(1) and 11(b)(2) be dismissed 
and that its plan under § 11(e) be 
approved. 

Pursuant to our further order, coun- 
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sel for United and for the Public Util- 
ities Division presented and argued 
before us the various issues of law 
raised in United’s answer. Subse- 
quently, counsel for United also sub- 
mitted a brief in support of its con- 
tentions. 

Some point has been made of the 
fact that the prayer in United’s answer 
has been characterized as a “motion 
to dismiss” in our order setting the 
matter down for argument. Upon 
further consideration, we are inclined 
to agree with counsel for United that 
this characterization is not entirely ac- 
curate. Accordingly, in our discus- 
sion of the issues raised, we have not 
considered the prayer in United’s an- 
swer as a “motion to dismiss” and we 
have not regarded the allegations of 
our original notice and order as hav- 
ing been admitted by United, except 
to the extent expressly stated in its 
answer. It is the purpose of this opin- 
ion to indicate our views on the various 
issues that have been argued before 
us, and to determine whether the con- 
solidated hearing should proceed as 
originally ordered. 

We shall discuss the issues presented 
under the following headings : 

I. Constitutionality of the statute; 

II. Submission of a plan under 
§ 11(e) as a bar to proceedings under 
§ 11(b); 

III. Necessity for concluding § 11 
(b) proceedings against United’s sub- 
sidiaries as a prerequisite to § 11(b) 
proceedings against United itself; 

IV. Respondent’s request for a 
statement of Commission’s tentative 
conclusions concerning compliance by 
United with requirements of § 11(b) 
(1). 

[1] 


I. Constitutionality of the 
41 PUR(NS) 


statute. United challenges the consti- 
tutionality of §§ 11(b) (1) and 11(b) 
(2) of the act. It is clear that we 
have no authority to pass upon any 
such challenge to the validity of a 
statute which we have been called upon 
to administer; we must proceed upon 
the assumption that the statute is con- 
stitutional unless and until the judi- 
ciary in an appropriate proceeding de- 
clares otherwise.’ United has recog- 
nized this and apparently the point is 
made merely to preserve it in the event 
of judicial review. . 

[2, 3] II. Submission of a plan un- 
der § 11(e) as a bar to proceedings 
under § 11(b). United contends that 
the Commission possesses no authori- 
ty under the statute to institute and 
prosecute proceedings under § 11(b) 
(1) or § 11(b)(2) against a regis- 
tered holding company which has pre- 
viously filed a plan, pursuant to § 11 
(e), which it claims provides for the 
divestment of control of its subsid- 
iaries. We cannot agree with this 
contention. We do not have before 
us the question whether the Commis- 
sion has the statutory authority to is- 
sue a final order requiring the respond- 
ent to take definitive action pursuant to 
§ 11(b) while a § 11(e) plan, previ- 
ously submitted by the respondent, 
awaits Commission action, and we are 
not, at this. time, passing upon that 
question. We are deciding here only 
that the mere fact that such a plan has 
been previously submitted does not 
deprive the Commission of its statutory 
authority to institute proceedings 

1 Panitz v. District of Columbia (1940) 72 
App. DC 131, 112 F(2d) 39; Re Engineers 
Pub. Service Co. (1941) 9 SEC —, 40 PUR 
(NS) 1, Holding Company Act Release No. 
2897; Re Walston & Co. (1939) 5 SEC 112, 


a Re J. A. Sisto & Co. (1940) 7 SEC 647, 
653. 
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RE UNITED CORPORATION 


against the respondent under §§ 11(b) 
(1) and 11(b)(2) and to take evi- 
dence in such proceedings. 

Certainly, there is nothing in the 
specific language of the statute which 
would support United’s contention that 
institution of § 11(b) proceedings 
must be delayed by reason of the fil- 
ing of the § 11(e) plan. The affirm- 
ative implications of the statutory pro- 
visions are directly to the contrary, 
for under §§ 11(b) (1) and 11(b) (2) 
Congress has made it our duty “as 
soon as practicable” to require each 
registered holding company to com- 
ply with those provisions. Moreover, 
even if we accept, arguendo, the argu- 
ment of counsel for United that the 
act contemplates the transformation 
of a holding company into an “invest- 
ment company” as one method of com- 
pliance with § 11(b) and confers upon 
the holding company the right to elect 
to follow such a procedure, it certainly 
does not follow that the mere filing of 
a plan and the allegation that it has 
been filed to achieve that result, bar 
the institution of and the taking of evi- 
dence in proceedings instituted by the 
Commission under § 11(b). At most, 
the argument is relevant only to the 
question whether the Commission 
should issue definitive orders directing 
action under § 11(b)(1) or § 11(b) 
(2) prior to passing upon the § 11(e) 
plan. And, as we have indicated, this 
latter question is not now before us. 

We can agree with counsel for 
United that the filing of a plan under 
§ 11(e) is a factor to be considered 
in the exercise of our discretion in 
determining when to institute proceed- 
ings under §§ 11(b)(1) and 11(b) 
(2) and in setting a hearing date for 
such proceedings. In issuing the no- 


tice and order of July 28th and direct- 
ing that proceedings under §§ 11(b) 
(1) and 11(b) (2) be consolidated for 
hearing with the proceedings on the 
§ 11(e) plan, we decided, however, 
that such consolidation was appropri- 
ate and desirable in that it would make 
for substantial savings in time, effort, 
and expense. In our notice and order 
we gave some indication of our rea- 
sons for that decision. It may be de- 
sirable, however, to state our position 
in further detail. 

It is particularly important, in this 
connection, to note the relationship be- 
tween §§ 11(b)(1) and (2) and 
1l(e). Thus, § 11(e) provides that 


a registered holding company “may 


‘ submit a plan to the Commis- 
sion for the divestment of control, se- 
curities, or other assets, or for other 
action by such company . . . for 
the purpose of enabling such company 
to comply with the provisions 
of subsection (b).” (Italics added.) 
And § 11(e) goes on to provide that, 
after notice and opportunity for hear- 
ing, the Commission before approv- 
ing any plan filed under that section 
must “find such plan, as submitted or 
as modified, necessary to effectuate the 
provisions of subsection (b) and fair 
and equitable to the persons affected by 
such plan. .’ (Italics added.) 
In determining whether United’s 
plan is necessary to effectuate the pro- 
visions of § 11(b) and whether the 
requisite finding can be made, it will 
obviously be necessary to consider the 
facts and evidence respecting The 
United Corporation in the light of the 
requirements of § 11(b). 
Section 11(b) makes it our duty, 
“as soon as practicable,” to direct by 
order, after notice and opportunity 
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for hearing, that each registered hold- 
ing company, and each subsidiary com- 
pany thereof, shall take such action as 
the Commission shall find necessary 
to meet the requirements and accom- 
plish the policies set forth in §§ 11(b) 
(1) and (2). 

Thus, it is apparent that the hearing 
which is contemplated in both § 11(b) 
and § 11(e) proceedings involves 
common questions of law and fact 
and that evidence offered with respect 
to each proceeding may have a bear- 
ing on the other. 

As alleged in our original notice 
and order, it appears to us, upon the 
basis of the examination we have made 
of the corporate structure of United 
and its subsidiaries, that there are 
reasonable grounds for questioning 
whether United and the United hold- 
ing company system at the present 
time meet the requirements of §§ 11 
(b)(1) and (2); that the question is 
presented whether some action must be 
taken to effect compliance with those 
requirements; and that proceedings 
and a hearing under §§ 11(b)(1) and 
(2) are appropriate to settle the is- 
sues thereunder. In addition, the ap- 
plication for approval of the plan sub- 
mitted under § 11(e) is now before 
us and a hearing must precede our de- 
termination whether the plan is nec- 
essary to effectuate the provisions of 


§ 11(b) and is fair and equitable to 
the persons affected by it. Instead of 
consolidating these two proceedings 
for hearing, as we have done, we might 
have chosen to hold the hearing un- 
der § 11(e) and dispose of the § 11(e) 
matter first, and then proceed to de- 
termine whether proceedings under 
§ 11(b) should be instituted. But it 
seems clear that such a procedure 
might result in a material loss of time 
and effort and lead to material delay 
in the expeditious enforcement of 
§ 11(b). 

We cannot assume, as apparently 
counsel for United has assumed in ar- 
guing, that the § 11(e) plan obviates 
all necessity for ever instituting § 11 
(b) proceedings, that the § 11(e) 
plan, as submitted or as modified, is 
certain to be approved and is certain 
to solve all questions which may be 
presented under §§ 11(b) (1) and (2). 
This is not the time to pass upon the 
merits of United’s plan but we may 
note that, at least on its face, the plan 
seems to present serious problems 
which must be favorably resolved prior 
to our approval. 

Since we may have to proceed under 
§ 11(b) sooner or later, and since the 
evidence required in both the §§ 11 
(b) and 11(e) proceedings is so close- 
ly related, it seems to us that substan- 
tial savings in time, effort, and ex- 





2United’s plan principally provides for 
“sterilization” of the voting rights of the se- 
curities of its direct subsidiaries which it 
holds and the absence of any interlocking 
directors or officers in United and the direct 
subsidiaries. First, there is considerable ques- 
tion whether such “sterilization” and absence 
of interlocking directors or officers, in and of 
itself, would remove United from the category 
of a holding company within the meaning of 
§ 2 (a) (7) 15 USCA § 79b (a) (7). Re H. 
M. Byllesby & Co. (1940) 6 SEC 639, 32 PUR 
(NS) 130; Re Cities Service Co. (1940) 8 
SEC —, 36 PUR(NS) 257, Holding Com- 
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pany Act Release No. 2444. Second, it cer- 
tainly is not clear that the mere “sterilization” 
of voting rights and the absence of interlock- 
ing directors and officers would operate as a 
divestment of control. Re Engineers Pub. 
Service Co. (1941) 9 SEC —, 40 PUR(NS) 
1, Holding Company Act Release No. 2897; 
Re Cities Service Co. supra. Third, there 
would seem to be considerable question 
whether the “sterilization” of the voting 
rights of the securities held by United would 
be “fair and equitable” (within the meaning 
of § 11 (e)) to United’s security holders. 
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RE UNITED CORPORATION 


pense will result if the hearings are 
consolidated and are heard as one 
matter, so that evidence adduced in the 
consolidated hearing may stand as evi- 
dence on all of the issues raised under 
§§ 11(b) and 11(e). As we have 
already stated, we are deciding at this 
time only that the consolidated hear- 
ing shall proceed as originally ordered ; 
we are not here passing upon the ques- 
tion whether the issuance of any final 
orders under § 11(b) must await our 
final determination with respect to the 
§ 11(e) plan. If that question arises, 
United will, of course, be at liberty 
to renew its contentions in opposition 
to the entry of any such final orders. 

[4] III. Necessity for concluding 
§ 11(b) proceedings against United’s 
subsidiaries as a prerequisite to § 11 
(b) proceedings against United itself. 
The contention has been made that the 
Commission may not proceed to en- 
force the requirements of § 11(b) 
against United until there has been a 
final determination with respect to the 
application of those requirements to 
the systems of United’s subsidiary 
holding companies. In so far as this 
argument is presented as a bar to the 
prosecution and introduction of evi- 
dence in the § 11(b) proceedings 
against United, on the theory that it 
will result in duplication in the making 
of the record in such proceedings, we 
think that that possibility may be ob- 
viated to a considerable extent by stip- 
ulation of relevant portions of the 
records in proceedings against under- 
lying companies * into the record of 
these proceedings. 


Principally, however, United’s ar- 
gument on this point appears to be 
that no final order under § 11(b) may 
be entered against United until there 
has been a final determination of the 
problems of § 11(b) as they apply to 
the underlying subholding companies. 
Here, again, we think United’s argu- 
ment is premature, for at this time the 
only issue before us is whether the 
consolidated hearing shall proceed as 
originally ordered, and whether evi- 
dence shall be taken in such consolidat- 
ed proceeding with respect to the is- 
sues raised under §§ 11(b)(1) and 
11(b)(2). When the evidence has 
been taken, and when and if the ques- 
tion arises as to whether a final order 
should be entered with respect to any 
of the issues under § 11(b), United 
may more appropriately present this 
argument. 

[5] IV. Respondent’s request for 
a statement of Commission’s tentative 
conclusions concerning compliance by 
United with requirements of § 11(b) 
(1). Finally, United contends that 
the Commission is required by §§ 11 
(a) and 30 of the act not only to ex- 
amine and investigate holding com- 
pany systems, but also to make and 
publish reports of its investigations 
and to make and publish recommenda- 
tions as to the manner in which the 
companies in a given system may best 
comply with the requirements of § 11 
(b) (1) of the act; that “although the 
Commission’s order recites that it has 
made the required investigation of the 
respondent and all its statutory subsi- 
diaries, the said order does not show 





3The Commission has instituted, and there 
are at present pending, separate proceedings 
under § 11(b) against the United Gas Im- 
provement Company and its subsidiary com- 
panies, File No. 59-6, and Columbia Gas & 


Electric Corporation and certain of its sub- 


sidiaries, File No. 59-33. The United Gas 
Improvement Company and Columbia Gas & 
Electric Corporation are both direct subsid- 
iaries of The United Corporation. 
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what, if any, recommendations or ten- 
tative conclusions have been made or 
reached by the Commission as to the 
steps which the respondent must take 
to comply with § 11(b)(1) of the 
act”; and that the Commission may 
not further prosecute the § 11(b)(1) 
proceeding against United until Unit- 
ed is furnished with a report of the 
Commission’s investigations and with 
a statement of its recommendations 
and tentative conclusions as to com- 
pliance by United with the require- 
ments of § 11(b)(1). 

We first considered this general 
question in the case of Re United Gas 
Improv. Co.* We concluded that the 
respondent therein was not entitled, as 
a matter of right, to any such state- 
ment of tentative conclusions beyond 
the allegations in the original notice 
and order for hearing. Nevertheless, 
as a matter within our discretion, we 
expressed a willingness to issue such a 
statement in that case.® 

In agreeing to issue a statement of 
tentative conclusions in the United 
Gas Improvement Company Case, 
supra, we said (7 SEC at p. 342, 33 
PUR(NS) at p. 287): 

“Plainly no order can be entered 
under § 11(b)(1) until adequate no- 
tice has been given and opportunity 
for a full hearing has been afforded. 
Adequate notice, in our view, is notice 
which fairly advises the parties, at 
some appropriate time, of the tenta- 
tive views of the Commission. ‘Op- 
portunity for hearing’ represents, in 


our opinion, opportunity to present 
evidence and to be heard upon the is- 
sues in the proceeding. 

“We consider the notice already giv- 
en as adequate at this stage of the 
proceeding. Nevertheless, since the 
respondents have requested a recita- 
tion of the Commission’s tentative con- 
clusions, together with a full descrip- 
tion of ‘such action as the Commission 
has tentatively concluded to be neces- 
sary under the provisions of § 11(b) 
(1),’ at the outset of the proceeding, 
and since no person could be injured 
by such statement, we are willing to 
enlarge our original notice. E-xpedi- 


tion is in the interest of all parties con- 
cerned, and we are inclined to agree 
with the respondent that the issuance 
of the supplemental notice at this 
time will probably expedite the con- 
duct of this proceeding. The respond- 


ents will, therefore, be informed as to 
what action we tentatively believe 
compliance with § 11(b)(1) requires, 
and will be given a full opportunity to 
introduce evidence and to be heard on 
those tentative views.” (Italics add- 
ed. ) 

It is clear, therefore, that this prac- 
tice of issuing statements of our ten- 
tative conclusions was adopted, as a 
matter of discretion and by way of 
experimentation, for the purpose of 
expediting certain § 11(b)(1) pro- 
ceedings. With particular reference to 
the instant case, we have no reason to 
believe that “the issuance of the sup- 
plemental notice at this time will 





4(1940) 7 SEC 341, 33 PUR(NS) 285. 

5 Our holding and the procedure adopted 
in the United Gas Improvement Case were 
followed in Re Commonwealth & Southern 
Corp. (1940) 7 SEC 369; Re Engineers Pub. 
Service Co. (1940) 7 SEC 371; and Re Elec- 
tric Bond and Share Co. (1940) 7 SEC 393. 

In connection with the Commonwealth & 
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Southern Corporation proceeding, supra, we 
have more fully explored the requirements of 
§ 30 of the act, 15 USCA § 792-4, and our 
opinion therein, soon to be issued, will state 
the reasons for our conclusion that that sec- 
tion does not require the submission of any 
report to respondents in proceedings under 
§ 11(b) (1). 
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expedite the conduct of this proceed- 
ing.” Indeed, it is our definite feeling 
that the rendering of tentative conclu- 
sions at this time would serve only to 
delay rather than to expedite matters. 
We believe that our original notice 
and order of July 28, 1941, is wholly 
adequate to apprise United of the is- 
sues raised and we do not think Unit- 
ed has demonstrated the necessity or 
desirability of issuing a statement of 
tentative conclusions in this proceed- 
ing. 

Accordingly, the consolidated hear- 
ing will proceed as originally ordered. 
The trial examiner is hereby directed 
to receive evidence at the reconvened 
hearing,® first, in connection with the 
specific issues raised under §§ 11(e) 
and 11(b)(2) and, thereafter, in ac- 


cordance with the further direction of 
the Commission. 


ORDER 


The Commission having, by order 
dated October 17, 1941, postponed 
the hearing in these proceedings to 
November 4, 1941; 

The United Corporation having re- 
quested a further postponement and 
the Commission having found that 
such further postponement is appro- 
priate ; 

It is ordered that the said hearing 
be, and it hereby is, postponed to No- 
vember 17, 1941, at which time the 
hearing shall be reconvened for the 
purpose of taking evidence in accord- 
ance with the opinion of the Commis- 
sion this day issued. 





6 By order dated October 17, 1941, the hear- 
ing was adjourned to November 4, 1941. 
Counsel for United has requested a further 
adjournment to afford additional time to pre- 
pare for the hearing in the light of our views 


on the issues discussed herein. We think that 
this request may appropriately be granted, and 
we shall order that the hearing be further ad- 
journed to November 17, 1941. 
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Re Denis J. Driscoll et al., Trustees of 


Associated Gas & 


[File No. 70-400, Release 


Security issues, § 120 — Authorization 
Court approval. 


Electric Corporation 


Nos. 3042, 3049, 3069, 3099.] 


by Federal Commission — Conditions — 


1. A declaration regarding the issuance of trustees’ certificates by trus- 
tees of a corporation going through reorganization proceedings under the 
Bankruptcy Act must be contingent upon subsequent approval by the Unit- 
ed States district court before which the reorganization proceedings are 


pending, p. 17. 


Security issues, § 57 — Reorganization — Payment of back taxes. 
2. The Securities and Exchange Commission, in considering the proposed 
issuance of trustees’ certificates by trustees of a corporation going through 
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reorganization proceedings, must consider the fact that the proposed cer- 
tificates are prior charges and are issued for the purpose of payments to 
the Federal government in accordance with a proposed settlement of tax 
claims against the corporation, p. 17. 


Security issues, § 49 — Trustees’ certificates — Indebtedness of corporation — 
Earnings and assets. 


3. The existing debt of a corporation going through reorganization is not 
controlling with respect to the application of the standards of § 7 of the 
Holding Company Act to the issuance of trustees’ certificates, where the 
trustees were appointed by the court in the reorganization proceedings 
and the certificates are being issued to provide cash to effect a settlement 
of tax claims of the Federal government against the corporation, but the 
earnings and assets from which such certificates can be expected to be paid 
must be considered, p. 17. 


Security issues, § 49 — Trustees’ certificates — Financial prospects. 


4. The issuance of certificates by trustees of a holding company going 
through reorganization to get money to pay Federal tax claims against the 
holding company can be justified under the Holding Company Act where, 
although funds for repayment of the certificates are not available out of 
earnings of the estate, such funds could be realized by sales of property, 
p. 26. 


Security issues, § 120 — Trustees’ certificates — Imposition of terms and con- 
ditions. 


5. The Securities and Exchange Commission, in approving the issuance of 
trustees’ certificates by trustees of a holding company going through re- 
organization to get money to pay Federal tax claims against the holding 
company, will not require the taking of specific steps toward the sale of 
substantial properties within a fixed period, even though funds for the 
repayment of the certificates could be realized only by the sales of prop- 
erty, where the trustees have expressed the intention to liquidate sufficient 
assets to promote the best interests of the security holders, p. 26. 


Security issues, § 44 — Interest rate — Maturity date — Protective provisions. 


6. The Securities and Exchange Commission, in considering the proposed 
issuance of certificates by trustees of a holding company going through 
reorganization, to get money to settle Federal tax claims against the hold- 
ing company, will consider, among other things, the interest rate, the ma- 
turity date, and protective provisions regarding payment, p. 27. 


Corporations, § 21 — Reorganization — Duty of Securities and Exchange Com- 
mission. 
7. It is the duty of the Securities and Exchange Commission to make sure 


that holding company reorganization proceedings proceed expeditiously, 
p. 28. 


Security issues, § 44 — Trustees’ certificates — Delay of reorganization proceed- 
ings. 
8. Approval of the issuance of certificates of trustees of a holding com- 
pany going through reorganization proceedings to get money to pay Fed- 
eral tax claims against the holding company cannot be granted if it tends 
to prolong the reorganization proceedings, p. 28. 
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Security issues, § 9 — Maturity date — Protective provisions. 
9. Trustees’ certificates to be issued by trustees of a holding company go- 
ing through reorganization proceedings, to get money to pay Federal tax 
claims against the holding company, were allowed to run for a 2-year pe- 
riod provided a portion thereof be repaid at the end of the first year and 
subject to certain additional protective provisions, p. 28. 


ed cer- 
ents to 
of tax 


ton — 

: Security issues, § 120 — Imposition of conditions — Reduction of principal. 
=o 10. The issuance of certificates by trustees of a holding company going 
of the through reorganization proceedings, to get money to pay Federal tax claims 
Te the against the holding company, will be allowed only upon condition that 
edings all net proceeds from sales of property be applied promptly to the reduc- 
lement tion in principal amount of outstanding certificates, where there are insuffi- 


cient funds to pay the proceeds except by sales of property, but such pro- 
ceeds may be used otherwise with the express consent of the certificate 
holders subject to further approval of the Securities and Exchange Com- 
mission and the court, p. 29. 


ut the 
€ paid 


Security tssues, § 112 — Competitive bidding for securities — Terms of sale. 


oin 
5 the 11. The rules of the Securities and Exchange Commission do not require 
vhere, competitive bidding for certificates issued by trustees of a holding com- 
ut of pany going through reorganization proceedings, to get money to settle Fed- 
perty, eral tax claims against the holding company, but if competitive bidding 

is to be used, the terms of the securities should be submitted and approved 
oon in advance of the bids, p. 30. 
Security issues, § 120 — Trustees’ certificates — Conditions imposed. 

ce of 12. The Securities and Exchange Commission, in permitting a declaration 
h re- with respect to the sale of trustees’ certificates in the amount of $5,000,- 
ding 000 with a 2-year maturity, imposed conditions requiring payment of $1,- 
le of 000,000 at the end of the first year, application of net proceeds of sales of 
r the property to payment of certificates, and forbidding further sales of cer- 
prop- tificates so long as the certificates authorized are outstanding, p. 30. 
icient 


[September 30, 1941.] 


ns. 


rosed 
ough 


PPLICATION for declaration regarding sales of trustees’ cer- 
A tificates; conditionally approved. Order clarifying order 
tssued September 30, 1941, order on amended declaration tssued 
October 10, 1941, and order on further amendment.issued Oc- 
ma- tober 30, 1941. 


> 


APPEARANCES: Paul S. Davis and 
Morris L. Forer, of the Public Utilities 
Division, for the Commission; Allen 
E. Throop, general counsel and L. By- 
ron Cherry, New York, for Denis J. 
Driscoll and Willard L. Thorp, Trus- 


By the Commission: 


Introductory 
This proceeding involves the is- 


suance by Denis J. Driscoll and Wil- 
lard L. Thorp, as trustees of Asso- 


tees of Associated Gas and Electric 
Corporation; J. Delafield Du Bois, 
counsel for Guaranty Trust Company. 


ciated Gas and Electric Corporation, 
of $5,000,000 of trustees’ certificates. 
It is proposed that certificates be issued 
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at an interest rate of 2.35 per cent with 
a maturity of two years. The pro- 
ceeds are to be used in order to carry 
out a certain settlement between the 
trustees, the Federal tax authorities, 
Howard C. Hopson, and certain other 
parties. 

Denis J. Driscoll and Willard L. 
Thorp (hereinafter sometimes referred 
to as the “Trustees”) were appoint- 
ed Trustees of Associated Gas and 
Electric Corporation in proceedings 
for the reorganization of that corpora- 
tion in the United States District 
Court for the Southern District of 
New York. The reorganization pro- 
ceedings were instituted on January 
10, 1940; the Trustees were appointed 
and qualified on March 2, 1940. The 
Trustees are a registered holding com- 
pany under the terms of § 5 of the 
Public Utility Holding Company Act 


of 1935, 15 USCA § 79e (hereinafter 
sometimes referred to as the “‘Act’’) 
and the issuance of trustees’ certifi- 
cates is, therefore, before us pursuant 


to § 7 of the Act, 15 USCA § 79g. 


Holding Company System of Trustees 


The structure of the holding com- 
pany system of the Trustees is com- 
plicated. It includes 10 registered 
holding companies, many of which, in 
turn, have complicated relationships 
with other system companies resulting 


from past intercorporate transactions, 
Altogether the holding company sys- 
tem includes 175 subsidiaries, of which 
68 are electric or gas utility companies, 
The public utility companies within 
the United States range over 25 states 
extending from Maine to Florida and 
from Connecticut to Arizona; in ad- 
dition, two public utilities are located 
in the Phillipine Islands.? A corporate 
chart of the holding company system, 
as of December 31, 1940, is included 
as Exhibit A of this opinion.? 

All of the common stock of Asso- 
ciated Gas and Electric Corporation 
(sometimes hereinafter referred to as 
“Agecorp”) is owned by Stanley 
Clarke as Trustee of Associated Gas 
and Electric Company (hereinafter 
sometimes referred to as ‘“Ageco’’). 
Associated Gas and Electric Company 
is also the subject matter of proceed- 
ings for reorganization under Chap- 
ter X of the Bankruptcy Act, which 
proceedings are also pending in the 
United States district court for the 
southern district of New York.® 

The holding company system is one 
of the largest in the United States. 
As of December 31, 1940, consolidat- 
ed assets, based on book figures, aggre- 
gated $1,035,303, 162. 

A condensed consolidated balance 
sheet of Agecorp, based on book fig- 
ures, as at December 31, 1940, follows: 





1 We have instituted proceedings under § 11 
(b) (1) 15 USCA § 79k(b) (1), with respect 
to the holding company system of the Trus- 
tees. Re Driscoll, File No. 59-32, September 
4, 1941 (Holding Company Act Release No. 
2983). 

2 While there have been certain very minor 
changes since December 31, 1940, the chart is 
substantially accurate as of the present time. 
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8 Certain facts with regard to the intercor- 
porate relationships between Associated Gas 
and Electric Company and Associated Gas 
and Electric Corporation are set forth in our 
findings and opinion in Re Associated Gas 
& E. Corp. File Nos, 60-8 and 51-30, 6 SEC 
605 (Jan. 10, 1940), Holding Company Act 
Release No. 1873, 
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Associated Gas and Electric Corporation, 
Debtor and Subsidiaries 


CoNSOLIDATED BALANCE SHEET 
December 31, 1940 


Assets and Other Debits 


Combined fixed capital of 
subsidiaries 

Investments in nonconsolidat- 
ed companies 

Special funds, deposits, etc. 

Current and accrued assets . 

Deferred debits 

Excess of carrying values by 
holding companies over re- 
lated net assets of subsid- 
iaries 

Investment in Associated Gas 
and Electric Company ... 


$862,548,536.74 


14,157,623.83 
10,471,609.35 
37,159,673.20 
31,758,489.85 


74,909,027.80 


4,298,200.96 
$1,035,303, 161.73 


Liabilities, Other Credits and Reserves 


Indebtedness of Agecorp 
at January 10, 1940: 
8% bonds matured 
1940 $6,199,770 
Convertible deben- 
tures, 1973 . 24,861,280 
Income debentures, 
115,364,900 
—_—— $146,425,950.00 
8,268,334.14 


$154,694,284.14 


ries 1,422,886.95 
Preferred stocks of subsidiaries  87,407,732.49 
Long-term debt of subsidiaries 396,393,518.42 

Matured bonds, bond interest, 
etc. - 2,938,139.65 
Current and accrued liabilities | 35,280,751.65 
Deferred credits 2,187,594.39 
Reserves 122,816,542.29 

Contributions in aid of con- 
3,839,403.05 


struction 
Indebtedness to Ageco 74,281,699.34 
154,040,609.36 


Excess of assets 
$1,035,303,161.73 


It should be emphasized that the 
carrying values of the assets set forth 


Period 
March 2, 1940—March 31, 1940 
April 1, 1940—May 31, 1940 
June 1, 1940—July 31, 1940 
Aug. 1, 1940—Oct. 31, 1940 
Nov. 1, 1940—Jan. 31, 1941 
Feb. 1, 1941—Apr. 30, 1941 
May 1, 1941—June 30, 1941 


in the above balance sheet do not rep- 


resent presently realizable values. 


They are set forth merely to give some 


indication of the very extensive size 
of the estate and the large amount of 
its liabilities. 

In addition, there is pending in the 
United States district court certain 
litigation in connection with certain 
transactions which culminated in the 
plan of recapitalization of Associated 
Gas and Electric Company which was 
commenced in 1933 and put into ef- 
fect thereafter. In that litigation 
(hereinafter sometimes referred to as 
the “Recap” litigation) the contention 
is made on behalf of Ageco and cer- 
tain of its security holders that the 
assets of Agecorp should in effect be 
returned to Ageco or that certain of 
Ageco’s creditors have creditors’ 
claims against Agecorp’s assets. If 
the litigation should be successful, the 
assets of the Agecorp estate might be 
decreased or the liabilities of Agecorp 
increased by very substantial amounts.* 


Expenses of Trusteeship of Agecorp. 

Since the commencement of reor- 
ganization proceedings no interest has 
been paid on the funded debt of Asso- 
ciated Gas and Electric Corporation 
and available cash has been used large- 
ly to defray expenses of the trustee- 
ship. A condensed statement of these 
expenses, covering the period from 
March 2, 1940, to June 30, 1941, is 
as follows: 


Salaries Total 


$ 800.00 

35,262.24 
111,203.03 
156,468.42 
181,479.04 
,308. 162,052.22 
63,614.72 126,124.38 


$392,436.90 $380,952.43 $773,389.33 


4 As at December 31, 1939, Ageco had out- 
standing funded debt in the amount of $69,- 
147,531, convertible obligations of $59,047,320, 
and various smaller amounts of other mis- 
cellaneous liabilities. 


Other Expenses 


$ 
23,909.91 
40,757.28 
80,789.96 
93,726.41 
90,743.68 
62,509.66 
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Purpose of Certificate Issue— 
Settlement Agreement 


The purpose of the proposed certifi- 
cates is to provide cash in order to 
effect a joint offer in compromise of 
certain tax claims of the Federal gov- 
ernment. It is proposed to carry out 
the offer in connection with a certain 
settlement agreement entered into be- 
tween the Trustees of Associated Gas 
and Electric Corporation, the Trustee 
of Associated Gas and Electric Com- 
pany, and New England Gas and Elec- 
tric Association on the one hand; and 
Howard C. Hopson, former head of 
the Associated Gas and Electric Com- 
pany system, and various individuals, 
corporations, and trusts with whom 
Mr. Hopson was or is connected, on 
the other hand. 

The Federal government and the 
state of New York both asserted claims 
for very substantial amounts of Fed- 
eral and state income taxes against 
both Associated Gas and Electric 
Company and Associated Gas and Elec- 
tric Corporation and its subsidiaries. 
Similar tax claims were also asserted 
against assets in possession of the 
Hopson group. To secure payment 
of these taxes, the Federal govern- 
ment attached certain assets of NY PA 
NJ Utilities Company, one of the 
principal subsidiary holding companies 
of the Trustees. 

The settlement agreement is de- 
signed to settle the claims of the de- 
clarant Trustees, of the Trustee of 
Associated Gas and Electric Company, 
of all system companies and of cer- 
tain other parties against Mr. Hopson 
and interests affiliated with him. The 


joint offer in compromise, proposed 
to be carried out at the same time, 
contemplates payment of certain taxes 
to the Federal government due from 
the estates of these Trustees and from 
system companies for the years 1927 
to 1933, inclusive. Contemporaneous- 
ly it is proposed to compromise cer- 
tain taxes due from the Hopson group 
to the Federal government and the 
state of New York and to obtain from 
the Federal government a release of 
its tax lien upon the assets of NY PA 
NJ Utilities Company. 

The settlement agreement, which 
is dated August 4, 1941, was executed 
as a result of protracted negotiations 
under the general supervision of Ben 
A. Matthews, special counsel for the 
Trustees of Associated Gas and Elec- 
tric Corporation and the Trustee of 
Associated Gas and Electric Company, 
Mr. Matthews having been employed 
for the purpose, among others, of in- 
vestigating and prosecuting claims 
against former directors, officers, and 
others. 

Certain phases of the settlement 
have previously come before us and 
were exempted by order of this Com- 
mission,® in so far as the transactions 
involve acquisitions by the applicant 
companies. The settlement agreement 
was approved by the United States dis- 
trict court by order dated August 25, 
1941. 


While the offer in compromise pro- 
posed to be effected in connection with 
the settlement agreement has not been 
approved or accepted by the tax off- 
cials, the record indicates that its terms 
were worked out in codperation with 





5 Re Clarke, Trustee of Associated Gas & 
E. Co. File No. 70-385 (August 23, 1941, 
Holding Company Act Release No. 2958) ; 
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70-384 (August 23, 1941, Holding Company 
Act Release No. 2959). 
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subordinates of those officers. The 
Trustees are of the opinion that the 
offer in compromise will meet with the 
final approval of the various tax au- 
thorities. 

The joint offer in compromise con- 
templates the payment of approxi- 
mately $6,887,000 in taxes to the 
Federal government. Of this amount, 
about $1,187,000 will come from the 
assets being surendered by the Hopson 
group and the remaining $5,700,000 
is to be paid by the Trustees of Age- 
corp. The Trustees expect to have 
$700,000 available out of cash on hand 
and hence the issuance of Trustees’ 
certificates is sought for the purpose 
of providing the remaining $5,000,000. 
The Trustees represent that they have 
no other present sources from which 
this amount can be obtained. 


We regard the settlement agree- 


ment and the proposed consummation 
of the joint offer in compromise as 
constructive steps forward in admin- 
istration of the proceedings under the 


3ankruptcy Act. However, it is nec- 
essary for us to consider whether un- 
der the standards of the Holding 
Company Act and under all the circum- 
stances which we hereafter discuss, the 
proposed ‘Trustees’ certificates may 
properly be issued. 


Applicable Statutory Standards 

[1] Section 7(c)(1)(D) of the 
Act, 15 USCA § 79g(c) (1) (D) con- 
templates that if the standards of § 7 
(d) are met, the Commission may per- 
mit a declaration regarding the issue 
of Trustees’ certificates to become ef- 
fective where such certificates are “duly 
} authorized by the appropriate court or 
courts.” While the certificates here 
proposed have not yet been authorized 
[2] 


by any court, the Trustees contemplate 
obtaining such approval. If we per- 
mit the declaration to become effective, 
its effectiveness will necessarily be con- 
tingent upon subsequent approval by 
the United States district court be- 
fore which the reorganization proceed- 
ings are pending, and any order which 
we issue will impose a condition to 
that effect. 

We, therefore, turn to a considera- 
tion of the applicable requirements of 
§ 7(d) of the Act. 

[2,3] Under the terms of § 7(d) 
(1), the Commission cannot permit the 
issuance of a security which is not 
reasonably adapted to the security 
structure of the issuing company and 
of other companies in the same hold- 
ing company system. Under § 7(d) 
(2) any security issue must be reason- 
ably adapted to the issuer’s earning 
power. In addition, § 7(d)(3) for- 
bids the issuance of securities unless 
the method of financing is necessary or 
appropriate to the economical and eff- 
cient operation of the declarant’s busi- 
ness. Furthermore, under § 7(d) (6), 
the Commission must be satisfied that 
the terms and conditions of the pro- 
posed issue are not detrimental to the 
public interest or the interest of in- 
vestors or consumers. Under these 
provisions of the statute it is our duty 
to examine the financial structure and 
other pertinent facts concerning the 
holding company system in order to 
determine whether the proposed issue 
conforms to the statutory standards. 

However, the present issue is pro- 
posed as one of certificates of the 
Trustees rather than of the corpora- 
tion. By the terms of the proposed 
court order the certificates will have 
priority over all liabilities of Associat- 
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ed Gas and Electric Corporation and 
would be on a parity with administra- 
tion expenses of the estate. While in 
connection with such an issue we are 
required to consider the security struc- 
ture of the company in reorganization ; 
since that company is a part of the 
holding company system of the Trus- 
tees, we must consider also the fact 
that the proposed Trustees’ certifi- 
cates are prior charges and are issued 
for the purpose of paying taxes to 
the Federal government in accordance 
with the proposed settlement. Under 
these circumstances the existing debt 
of Associated Gas and Electric Corpo- 
ration is not controlling with respect 
to the application of the standards of 
§ 7 to the issuance of these certificates. 
However, it is necessary that we con- 
sider fully the earnings and assets 
from which such certificates can be ex- 
pected to be paid. 


Possibility of Payment out of Earnings 


We consider first the extent to which 
payment of these certificates may be 


made out of earnings. During the 
year 1940, the consolidated income of 
Associated Gas and Electric Corpora- 
tion and its subsidiaries, per books, 
was $12,163,824.07. Out of this 
amount, the only income realized in 
cash by the Trustees was $1,177,- 
436.02. Of the remaining amount, 
approximately $8,795,554.07 was re- 
tained by the operating companies and 
$2,190,933.98 was retained by sub- 
holding and investing subsidiaries. 
Retention of practically all of these 
amounts by the subsidiaries was re- 
quired either because of insufficient 
earned surplus of the respective com- 
panies, cash requirements, bank loan 
agreements, or restrictions imposed by 


41 PUR(NS) 


this Commission and other regulatory 
authorities. 

The Trustees have submitted esti- 
mates of cash receipts and disburse. 
ments for the remainder of the year 
1941 and for the years 1942 and 1943, 
On the assumption that $700,000 will 
be used for the payment of the con- 
templated tax settlement, they estimate 
that there will be available on Decem- 
ber 31, 1941 cash amounting to $897, 
038. Estimates of available cash at 
the end of the years 1942 and 1943 
are $2,181,086 and $3,695,134 re. 
spectively. These estimates contem- 
plate that during the next two years 
both cash receipts and expenses will 
be somewhat increased. 

Under these circumstances it is ap- 
parent that the principal of the certifi- 
cates cannot be paid solely out of earn- 
ings. Accordingly, their issuance can 
only be justified under the standards 
of § 7(d) if funds for their payment 
can be assured from other sources. 
The record plainly indicates, as we dis- 
cuss in detail hereafter, that the only 
possible source of such funds would 
be the sale of various properties of the 
system and the distribution of some of 
the cash thereby generated to Agecorp. 
Such sales are, of course, essential not 
only to pay off the presently proposed 
Trustees’ certificates, but also to effect 
the needed financial rehabilitation of 
various other companies in the sys- 
tem and thus to expedite the reorgan- 
ization proceedings to a prompt con- 
clusion. 





6 These estimates do not reflect proceeds of 
possible sales of assets or decreases in income 
resulting therefrom, nor do they provide for 
payment of Federal income and excess prof- 
its taxes asserted to be due for 1934 to 1939, 
inclusive, in the amount of $1,369,132.22, which 
are being protested. 
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Sales of Property 


Sales which have been made by the 
Trustees up to the present time are 
relatively minor in character.” Dr. 
Thorp, one of the trustees, stated, 
however, that negotiations were now 
pending for the sale of many different 
properties. 

It should be emphasized that all of 
the operating subsidiaries in the Trus- 
tees’ holding company system are 
owned through the medium of sub- 
holding companies. In practically all 
cases these subholding companies in 
turn have outstanding substantial 
amounts of securities in the hands of 
the public. Accordingly even if sales 
are effected of securities owned by 
these subholding companies the re- 
sulting funds in many cases may not 
be available to the estate. Further- 
more, in many cases other operating 


subsidiaries urgently require additional 


cash. Hence the question will un- 
doubtedly arise as to whether availa- 
ble cash will not have to be used for 
rehabilitating such companies before 
funds are paid up to the Trustees. 
Because of these circumstances we 
directed, in our order for hearing in 
this matter, that particular attention 
be given at the hearing to the sources 
from which payment of these certifi- 
cates might be expected. Accordingly, 
Dr. Thorp, one of the Trustees, de- 
scribed at the hearing the efforts which 
had been made to date to sell assets, 


and the prospects existing for further 
sales. On the basis of this testimony 
and other relevant evidence contained 
in the record we will now consider in 
turn the situation existing with respect 
to the various subsidiary holding com- 
pany systems as shown on the corpo- 
rate chart contained in Exhibit A here- 
of. 


Northeastern Water and Electric 
Corporation 


With respect to the four principal 
subholding company systems of Age- 
corp negotiations have apparently pro- 
ceeded farthest with respect to North- 
eastern Water and Electric Corpora- 
tion (hereinafter sometimes referred 
to as “Northeastern”). Most of the 
subsidiaries of that holding company 
are engaged in the water business, al- 
though it does have substantial inter- 
ests in electric properties located in 
Ohio and controls one electric subid- 
iary operating in Maine. In addition 
to its interests in controlled utility 
companies, Northeastern owns sub- 
stantial amounts of preferred stock ag- 
gregating over $6,000,000 in par or 
stated value issued by several compa- 
nies in the Associated holding com- 
pany system which are not subsidiaries 
of Northeastern; these companies are 
Virginia Public Service Company, 
Eastern Shore Public Service Compa- 
ny, Florida Power Corporation, Tide 





™The properties of three small companies 
have been sold for a total consideration (be- 
fore minor adjustments) of $3,910,000. In 
addition certain facilities of other companies 


have been disposed of for additional amounts 
of $321,000. None of the proceeds of such 
sales have been available to the Agecorp es- 
tate. 
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Water Power Company, and Georgia 


Power and Light Company.® 


During June, 1941, the Trustees en- 
tered into a contract for the sale, sub- 


ject to the approval of the Federal 


court and of this Commission, of their 


interest in Northeastern. The con- 
tract contemplated a purchase price 
of approximately $3,800,000 for all 
the common stock of Northeastern 
owned by the Trustees.® 

However, the proposed sale is sub- 
ject to various contingencies, the most 





8 The holdings of Northeastern, as at May 
31, 1941, in the preferred stocks of system 
companies referred to above are set forth 
below: 

Aggregate 

Par or 
Stated Value 


Number 
of Shs. 


Issuer 
Virginia Public Service 
Company : 
6% cumulative pfd., 
$100 par 
7% cumulative pfd., 
100 


17,842 $1,784,200 
2,602 260,200 
20,444 $2,044,400 


par 








Eastern Shore Public 
Service Co.: 
series pfd., no par 8,291 
.50 series pfd., no par 606 


9,897 


$795,795 
54,878 


$850,673 








Florida Power 
Corporation: 
7% pid., $50 par . 
7% series A pfd., 
$100 par 


522 
15,719 
16,241 


$26,100 
1,571,900 
$1,598,000 








Tide Water Power 
Company : 


$6 pfd., no par $1,023,000 





Georgia Power and 
Light Company : 
$6 pfd., no par $397,044 


$5,913,117 


® This stock is now owned by Northeastern 
Water Companies, Inc., a wholly-owned sub- 
sidiary of the Trustees. Dissolution of that 
company has been authorized by order of 
this Commission (April 26, 1941, Holding 
Company Act Release No. 2714) but has not 
yet been effected.’ 
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important of which is a requirement 
that Northeastern dispose of its elec. 
tric utility properties operating in Ohio 
and take whatever other steps, if any, 
may be necessary for it to cease to be 
a holding company, as defined in the 
Holding Company Act. Although 
there have been some negotiations 
Northeastern has not yet effected a 
disposition of the Ohio utility proper- 
ties. 

In the event that such disposition of 
the Ohio utility properties can be ac- 
complished, the other contingencies 
referred to are met, and all necessary 
approvals are obtained, the Trustees 
would realize from the sale of the com- 
mon stock of Northeastern Water and 
Electric Corporation the contract price 
of approximately $3,800,000. How- 
ever, a substantial proportion of these 
proceeds might be required to be used 
for the repurchase of the various pre- 
ferred stocks of Associated companies 
now held by Northeastern.’® The ex- 
tent to which such action may be re- 
quired is a matter which is not before 
us at this time and which we do not 
decide. Nevertheless, the possibility 
that such action may be necessary in- 
dicates that the net proceeds of the 
sale of Northeastern by the Trustees 
may not in fact be substantial. Under 
these circumstances it is uncertain 
whether, even if the sale is consum- 
mated, there will be sufficient cash to 
repay the certificates. 


Associated Electric Company 


The principal operating subsidiaries 
of Associated Electric Company are 
Pennsylvania Electric Company, op- 
erating in western Pennsylvania; 
Manila Electric Company, operating in 





10 See footnote 8. 
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the Philippine Islands ; and Kentucky- 
Tennessee Light and Power Company, 
operating in Kentucky and Tennessee. 
In addition, it controls smaller subsid- 
jaries operating in Arizona, Arkansas, 
Illinois, Louisiana, Missouri, Ohio, 
Texas, and West Virginia. Pennsyl- 
vania Electric Company appears to be 
overcapitalized. It may be doubtful 
whether any sale of equity securities 
could, under the requirements of the 
Holding Company Act, be made un- 
less accompanied by a substantial in- 
vestment of cash, by recapitalization, 
or both. 

Associated Electric Company has a 
substantial equity in Manila Electric 
Company. However, the Trustees 
have not undertaken active negotia- 
tions for the sale of this interest. Dr. 
Thorp indicated that the Trustees con- 
sidered it difficult to value this prop- 
ery at the present time in view of the 
present disturbed conditions in the Far 
East. With respect to Kentucky-Ten- 
nessee Light and Power Company, at- 
tempts are being made to negotiate for 
the sale of individual properties. The 
Trustees are hopeful that some such 
sales may be soon consummated but 
believe that the completion of the 
process may take a considerable period 
of time. 


Of the smaller properties of Asso- 
ciated Electric Company, many require 
substantial investments of cash, re- 
capitalization, or both, before dispo- 
sition could be made of their securi- 
ties. In any event, it does not appear 
that substantial amounts of cash can 
be raised from these companies within 
the foreseeable future. 

Even if substantial sales of property 
or securities can be made of subsid- 
iaries of Associated Electric Com- 


pany, it is doubtful whether any pro- 
ceeds would be available to the Trustees 
for some time. In this connection it 
is pointed out that Associated Electric 
Company has outstanding over $71,- 
000,000 of long-term debt. It is ap- 
parent from the record that the Trus- 
tees of Associated Gas and Electric 
Corporation cannot expect to receive 
any substantial amount of cash from 
Associated Electric Company until 
such time as liquidation of the under- 
lying properties is substantially com- 
pleted. 


General Gas & Electric Corporation 


General Gas & Electric Corporation 
(hereinafter sometimes referred to as 
“Gengas”), another important sub- 
holding company of Agecorp, operates 
subsidiaries located along the Atlantic 
seaboard from Maryland to Florida. 
The most important operating subsid- 
iaries of General Gas & Electric Cor- 
poration in terms of the parent com- 
pany’s interest, are South Carolina 
Electric & Gas Company and Lexing- 
ton Water Power Company, both oper- 
ating in South Carolina. Some nego- 
tiations have been pending for the sale 
of these South Carolina properties to 
the South Carolina Public Service Au- 
thority, a state public power agency. 
However these negotiations have been 
suspended for an indefinite period be- 
cause of the institution of a law suit 
against one of these companies for a 
billion dollars, which is now pending 
in the Federal court for the District 
of South Carolina. The Trustees are 
hopeful that this litigation may be con- 
cluded within the near future, although 
it was stated that the time was uncer- 
tain. Pending the conclusion of this 
litigation, the Trustees consider it im- 
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practicable to take further steps toward 
the sale of the South Carolina proper- 
ties. 

The interests of Gengas in most of 
its subsidiaries other than the South 
Carolina properties are subordinate to 
substantial amounts of senior securi- 
ties. The realization of cash for Gen- 
gas from such companies can be ac- 
complished, generally speaking, only 
on the basis of additional investment 
or of recapitalization.™ 

General Gas & Electric Corporation 
itself has substantial amounts of se- 
curities outstanding in the hands of 
the public. There is now pending be- 
fore us a proceeding under § 11(b) 
(2) with respect to the corporate 
structure of Gengas, and the company 
has also filed with us a plan under § 11 
(e) for simplification of that struc- 
ture. The proceedings involve dif- 
ficult questions as to the extent to 
which certain securities held by the 
Trustees may be affected by the 
subordination principle of the Deep 
Rock Case,’ and by the requirement 
of limitation to cost illustrated by 
our decision in Federal Water Serv- 
ice Corp. Dr. Thorp indicat- 
ed an opinion that the interest of 
the public holders of securities of 
Gengas might range from seven to 
seventeen million dollars. The extent 
of the respective interests of the pub- 
lic holders and the Trustees in Gen- 
gas is dependent upon the solution of 
these questions. Whatever interest 
the Trustees have in Gengas cannot 
as a practical matter be realized, how- 


ever, until after the sale of the South 
Carolina properties and the disposi. 
tion of the issues in the § 11 proceed. 
ings. 


Other Interests of Agecorp Trustee 


In addition to Northeastern, Asso. 
ciated Electric Company, and Gengaz, 
already discussed, and NY PA Nj 
Utilities Company, discussed in more 
detail below, the Trustees have inter. 
ests in The United Coach Company, 
The Associated Corporation, Associa- 
ted Utilities Corporation, Shinn & Co, 
Associated General Utilities Company, 
Utilities Employees Securities Com. 
pany, and Utilities Investing Trust, 
Many of these companies in turn have 
subsidiaries, some of which are elec- 
tric or gas utilities and others are en- 
gaged in miscellaneous businesses. 

While negotiations have been pen¢- 
ing for the disposition of some of the 
properties owned by these companies, 
it does not appear likely that any sub- 
stantial amounts of cash can be real- 
ized therefrom for the estate of the 
Trustees within the near future. 


NY PA NJ Utilities Company 


In substance then, it might be said, 
on the basis of the record before 
us, that the Agecorp estate has no rea- 
sonable prospects of receiving within 
the near future cash other than current 
income, and perhaps some cash from 
the sale of Northeastern, from any 
source within its system other than 
from NY PA NJ Utilities Company 
(hereinafter sometimes referred to as 





11 Proceedings are now pending before us 
under § 11(b)(2) with respect to the cor- 
porate structure of Virginia Public Service 
Company (instituted August 12, 1941, Hold- 
ing Company Act Release No. 2933). 
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12 File Nos. 59-19 and 54-24 (see Holding 
Company Act Release Nos. 2543 and 2598). 

18 Taylor v. Standard Gas & E. Co. (1939) 
306 US 307, 83 L ed 669, 59 S Ct 543. 

18a (1941), Holding Cormpany Act Release 
No. 2635, 41 PUR(NS) 321. 
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‘NY PA NJ”). This latter com- 
pany is by far the most important sub- 
holding company in the Associated 
system, having consolidated assets 
based on book figures as at December 
31, 1940, amounting to $595,450,- 
771.63 or 60 per cent of the total con- 
solidated assets of the Associated sys- 
tem. It is appropriate, therefore, to 
consider in some detail this subhold- 
ing company from the standpoint of 
the possibility of receiving cash there- 
from in the near future. 

Reference to the corporate chart at- 
tached hereto as Exhibit “A” indicates 
that as at December 31, 1940, NY PA 
NJ had 34 direct and indirect subsid- 
iaries of which 17 were electric 
and/or gas utilities and 15 were hold- 
ing and miscellaneous companies, of 
which three were inactive. 

A condensed consolidated balance 
sheet of NY PA NJ Utilities Com- 
pany appears below: 


NY PA NJ Utilities Company 
and Subsidiary Companies 


CoNSOLIDATED BALANCE SHEET 
As at December 31, 1940 


Assets and Other Debits 
Fixed Capital including Intan- 
gibles 
Investments : 


$532,162,231.46 


$10,545,440.65 
9}582,329.22 


20,127,769.87 
31,101.94 
25,799,333.59 
14,699,574.56 
2,630,760.21 


Total Assets and Other 
Debits 


Special Funds 
Current Assets (including cash 
of $11,182,541.95) 
Deferred Debits 
Contra Accounts 


$595,450,771.63 


Liabilities and Other Credits 
Long-term debt: 
NY PA NJ 
Utilities Co. $14,420,700.00 
Subsidiaries .. 191,397,740.21 
Advances from 
Associates ... 227,434,485.22 


$433,252,925.43 


23,074,333.68 
1,339,078.86 


53,284,119.13 
3,067,985.26 


56,681,750.00 
2,630,760.21 
20,000,000.00 
1,400,000.00 
937,915.27 
218,096.21 


Current and Accrued Liabilities 

Deferred Credits 

Reserves (including retirement 
reserve of $52,004,764.25) .. 

Contributions in Aid of Con- 
struction 

Minority Interest in Subsidia- 
ries 

Contra Accounts 

Capital Stock—NY PA NJ .. 

Earned Surplus Appropriated 

Capital Surplus 

Earned Surplus (Deficit) .... 


Total Liabilities and 


Other Credits $595,450,771.63 


It is again pointed out that we are 
here considering means by which Age- 
corp can receive cash from NY PA 
NJ other than from ordinary income, 


a source which we have previously 


taken into consideration. We must 
hence consider the existing channels 
through which this cash can properly 
flow. 

The above balance sheet indicates 
the following amounts payable to 
Agecorp and to Associated Utilities 
Corporation (hereinafter sometimes 
referred to as “Aucorp”), a wholly- 
owned subsidiary of Agecorp. 
Convertible obligations payable 

to Agecorp 


Account payable to Agecorp .. 
Account payable to Aucorp ... 


$202,000,000.00 
956,234.04 
24,478,251.18 
Total payable to Associates ...$227,434,485.22 
However, the record indicates that 
NY PA NJ is prohibited by order of 


this Commission ® from making any 





14Since December 31, 1940, three of the 
miscellaneous companies have been eliminated 
through mergers. Tracy Development Com- 
pany, one of the electric utility subsidiaries, 
has sold all of its utility assets to New York 


State Electric & Gas Corporation, also a sub- 
sidiary of NY PA NJ Utilities Company. 


15Re Associated Gas & E. Co. (1939) 5 
SEC 199. 
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payment to Agecorp on the $202,- 
000,000 principal amount of converti- 
ble obligations and is prohibited from 
reducing the account payable to Au- 
corp below $24,000,000. Thus, it is 
possible, under these restrictions, for 
NY PA NJ only to pay a maximum 
of $956,234.04 to Agecorp and of 
$478,251.18 to Aucorp (which amount 
might perhaps then be paid to Age- 
corp) or a total of $1,434,485.22, on 
account of the above-mentioned $227,- 
434,485.22 of obligations. The cash 
budget of NY PA NJ for the entire 
period ending December 31, 1943, 
makes provision for payment of no 
part of said $1,434,485.22, and even 
though it had so provided the amount 
would be inadequate clearly to insure 
payment of the proposed certificates. 

Thus we must conclude that there 
are no presently existing channels 
through which adequate amounts of 
cash can flow from NY PA NJ to 
Agecorp. Hence, we must now con- 
sider the possibility of creating new 
channels and of generating cash which 
might thereupon flow through such 
channels. 

A consideration of the record in this 
matter leads to the conclusion that the 
only possible way of accomplishing 
these essential objectives is to raise a 
sufficient amount of cash by the sale 
of assets to eliminate the funded debt 
of NY PA NJ, and thus make possible 
transfers to Agecorp of additional 
cash to be raised in the same manner." 
We will now consider the amount of 


cash which must be raised to eliminate 
the funded debt of NY PA NJ. 

Reference to the above-condensed 
consolidated balance sheet of NY PA 
NJ indicates that such company, ona 
consolidated basis, has $14,420,700 of 
funded debt held outside its own sys. 
tem. However, subsidiaries of NY 
PA NJ hold $18,290,900 of the fund- 
ed debt of NY PA NJ.” Hence to- 
tal funded debt of NY PA NJ, which 
must be eliminated before payments 
may be made to Agecorp, amounts to 
$32,711,600 and is calculated as fol- 
lows: 


Funded Debt of NY PA NJ 
Payable to: Amount 


Public $5,982,000.00 
Associate companies other 
than subsidiaries : 
Aucorp group 18 .. 3,166,000 
— Electric 


Shinn & Co. group ‘610, 100 
Total to Associates 8,438,700.00 


Total per consolidated 
balance sheet $14,420,700.00 
Subsidiaries of NY PA NJ ... 18,290,900.00 


Total funded debt $32,711,600.00 


It is thus apparent that cash amount- 
ing to something over $32,000,000 
must be raised by NY PA NJ before 
its funded debt can be eliminated and 
a channel can be created through 
which cash can move to Agecorp. It 
will be noted that of this amount $18,- 
290,900 will be received by subsidiar- 
ies of NY PA NJ which will accord- 
ingly strengthen them and facilitate 
their rehabiliation and subsequent dis- 





16 Although the matter is not before us at 
this time, it would appear from an inspection 
of the balance sheet of NY PA NJ that its 
capital ee is such as to preclude bor- 
rowing: 

17 The funded debt of NY PA NJ held 
within its own system is of course eliminated 
in consolidation. 
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18 As previously noted Aucorp is a wholly- 
owned subsidiary of Agecorp. Thus it is 
possible that some portion of this amount 
might be passed up to Agecorp following its 
receipt by Aucorp. It may be that these rela- 
tionships will make possible a pro tanto reduc- 
tion in the amount of cash necessary to elim- 
inate the funded debt of NY PA NJ. 
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osition. It is here appropriate spe- 
cifically to indicate the subsidiaries 
which will be the recipients of such 
$18,290,900 : 


Subsidiaries of NY PA NJ Receiving 

Cash on Retirement of Debt of NY PA NJ 

Amount 

Metropolitan Edison Company $16,176,000.00 
oo b pasesateiat Power 

Com 459,400.00 
Staten ao Edison Corpora- 

tion 520,000.00 
Canadea Power Corporation .. 47,000.00 
— Public Service Com- 


856,000.00 
232,500.00 


o ccemeecesccccoccse $18,290,900.00 


Total 


The Trustees themselves recognize 
the paramount need for cash in the 
NY PA NJ group. At the public hear- 
ing Dr. Thorp testified with respect 
to this matter as follows: 

“NY PA NJ is the most important 
part of our estate. It is, as you have 
indicated, very difficult to deal with 
because of cross holdings, both inter- 
nal and external, to other parts of the 
system. Beyond that there is the fact 
that a number of its subsidiaries are 
in need of recapitalization, and even 
more of them are in need of refund- 
ing. They are paying 5 and 6 per cent 
for money which should be obtained 
at appreciably low rates of interest. 

“Tt has seemed to us from our study 
that the NY PA NJ group requires a 
considerable amount of cash to be in- 
jected into it for the purpose of elimi- 
nating the cross holdings, and in the 
process leaving the cash at various 
points where refunding and _ recapi- 
talization jobs should be done. 

“It has been the result of our study 
to feel that to do the job completely, 


by which I mean particularly putting 
Metropolitan Edison and New Jersey 
and Northern Pennsylvania and Penn- 
sylvania Edison into good shape, 
would require probably somewhere in 
the neighborhood of $35,000,000.” 

It is clear from the record that the 
amount of $35,000,000 referred to by 
Dr. Thorp in the above quotation, 
represents an amount which would not 
only eliminate the NY PA NJ funded 
debt, but also an amount which would 
make possible certain refundings and 
recapitalizations of subsidiary compa- 
nies in the NY PA NJ group. 

In order to obtain such funds with- 
out recourse to borrowing, it will be 
necessary for NY PA NJ to dispose 
of certain of its subsidiaries. 

Consequently we will now consider 
which properties in the NY PA NJ 
group are presently in a salable con- 
dition. Without here setting forth 
the details with respect to this mat- 
ter (which details are extensively pre- 
sented in the record), it may be stated 
that the only large properties which ap- 
pear presently salable are Rochester 
Gas and Electric Corporation, Staten 
Island Edison Corporation, and New 
York State Electric & Gas Corpora- 
tion.” 

It appears from the record that the 
sale of Rochester Gas and Electric 
Corporation and Staten Island Edison 
Corporation would not produce suff- 
cient funds to eliminate the funded 
debt of NY PA NJ. It therefore fol- 
lows that the only possible way of 
raising the required sum within a rea- 
sonable period is by the sale of New 
York State Electric & Gas Corpora- 





19Transcript of Hearing, September 25, 
1941, pages 239-240. 

Tt is not to be assumed, even in these 

cases, and particularly in the case 


of Rochester Gas and Electric Company, that 
appropriate financial and accounting adjust- 
ments may not have to be made before sale. 
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tion. In this connection it may be 
pointed out that at the public hearing 
with respect to this matter Dr. Thorp 
was asked the following question: 

“In any event, Dr. Thorp, is it a 
fair conclusion from your testimony, 
and is it your opinion, that the sum 
of $30,000,000 * would not be raised 
by NY PA NJ on the basis of any 
steps which you now contemplate tak- 
ing short of borrowing money or sell- 
ing New York State Electric & Gas 
Corporation” ? 

Dr. Thorp answered this question 
by stating: “That is correct.” ™ 

It appears from the record that the 
sale of New York State would prob- 
ably produce enough cash completely 
to retire the NY PA NJ funded debt. 
In the event that Rochester and Stat- 
en Island were also sold, additional 
funds would be available either for the 
rehabilitation of subsidiaries or to pass 
up to Agecorp. The availability of 
this cash for financial rehabilitation of 
subsidiaries would in turn greatly as- 
sist in appropriate disposition of such 
companies by Agecorp and speed the 
termination of the reorganization pro- 
ceedings. 


Summary—Sources of Funds 


[4, 5] Summarizing our discus- 
sion, it is apparent that sufficient funds 
for repayment of the Trustees’ certifi- 
cates cannot be obtained from the or- 
dinary cash income of the estate. 
However, some funds will be avail- 


able from this source. Cash forecasts 
submitted by the Trustees indicate 
that at the end of the year 1942 there 


will be available over $2,000,000, anj 
at the end of the year 1943, approx, 
mately $3,700,000. Out of thi 
amount, the Trustees estimate th; 
about $300,000 is required as min; 
mum working capital. Under they 
circumstances, it is our opinion tha 
the sum of at least $1,000,000 ma 
reasonably be paid at the end of th 
first year.*® 


It is apparent that the cash avail 
able at the end of the second year wim 
not be sufficient to pay the balance of * 
the certificates. Such sums will hav 
to be met from the sales of property 
It is to be hoped that funds may by 
available from the Northeastern Wa! 
ter Companies’ sale within the nez 
future. As we have indicated, how. 
ever, the complications inherent in that 
proposed transaction may result in ie 
drastic limitation of the amount o 
such funds available to Agecorp. 

For the reasons we have stated, no 
dependence can be placed on receipt of 
funds from General Gas and Electric 
Company, Associated Electric Corpo- 
ration, or any of the subsidiary hold. 
ing companies other than NY PA NJ 
Utilities Company. It is essential that 
if payment is to be made of the re. 
maining certificates, prompt steps be 
taken to meet the problems of NY PA 
NJ Utilities Company. 

The standards of § 7 make it ques- 
tionable as to whether or not any fixed 
obligations should be issued by trus- 
tees of a holding company under the 
circumstances here present. The past 
record might indicate doubt as to 





21 At this point reference is had only to the 
approximate amount of cash necessary to elim- 
inate the NY PA NJ funded debt. 

22 Transcript of Hearing, pages 294, 296. 
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23 While a larger amount could probably be 
repaid at that time out of cash income, the 
Trustees urge that some margin over mini- 
mum working capital be retained to provide 
for certain possible contingencies. 
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fhether sufficient sales of property 
ill be made within the next two years 
o pay these certificates. However, 
otwithstanding this record, we now 
ave reason to hope that in the future 
more substantial progress will be 
Made. The reasons in favor of issu- 
nce of the Trustees’ certificates are 
‘Mpersuasive, since the settlement with 
Hehe Hopson interests and the Federal 
rovernment represents a substantial 
nnd constructive step toward the re- 
rganization of this estate. 

It is to be regretted that the dispo- 
ition of assets has not already pro- 
eeded to such a point that sufficient 
ash is available with which to make 
his settlement. Such, however, is not 
he case. Under the circumstances, 
ve reluctantly conclude that the issu- 
ance of these certificates, in this lim- 
ted amount, and subject to the con- 
itions which we are imposing, can be 
justified under the standards of the 
Act. Of course, our approval of this 
issuance is not to be construed as a 
recedent for further issues of certifi- 
kates or of holding company debt un- 
der other circumstances. 

We have considered imposing a con- 
dition requiring the taking of specific 
steps toward the sale of substantial 
properties within a fixed period. We 
have determined not to do so, how- 
ever, in view of our understanding of 
the intention which the Trustees have 
expressed to liquidate sufficient assets 
to promote the best interests of the 
security holders. It appears from the 
record that the Trustees are now giv- 
ing serious consideration to the early 
sale of major assets of NY PA NJ. 
We have recently instituted proceed- 
ings under § 11(b)(1) directed to 


27 


the Trustees of Agecorp.* Further- 
more, we propose shortly to institute 
proceedings under § 11(b) (2) direct- 
ed to NY PA NJ to those of its sub- 
sidiaries which require financial read- 
justments. To the extent that the 
problem is not solved before that by 
voluntary action by the Trustees, the 
course of those proceedings may be 
expected to emphasize the necessity of 
realizing cash in the NY PA NJ sys- 
tem as the most feasible method by 
which to effect the financial rehabili- 
tation of the operating companies and 
to facilitate the subsequent reorgani- 
zation or liquidation of the Agecorp 
estate. 


Terms of Certificates 


[6] We turn now to a considera- 
tion of the terms of the proposed cer- 
tificates. The Trustees propose to is- 
sue the certificates to the Guaranty 
Trust Company with an interest rate 
of 2.35 per cent and a maturity of two 
years from the date of issue. Under 
§ 7(d)(6) it is our duty to consider 
the terms and conditions of the issue 
or sale of the security. It is, there- 
fore, appropriate to consider, among 
other things, the interest rate, the ma- 
turity date, and protective provisions 
regarding payment. 


Interest Rate 


We consider first the interest rate 
on the proposed certificates. Although 
the Trustees propose to obtain the 
present loan on a 2.35 per cent basis 
from the Guaranty Trust Company, 
the record shows that The Chase Na- 
tional Bank of the city of New York 
was willing to make a loan of a com- 





%4 Holding Company Act Release No. 2983 
(September 4, 1941). 
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parable maturity, but with certain ad- 
ditional protective provisions, at an 
annual interest rate of 14 per cent. 
We discuss more fully below the cir- 
cumstances under which, in spite of 
this fact, the Trustees have proposed 
to pay 2.35 per cent. Since, for the 


reasons hereafter indicated, we cannot 
permit the declaration to become ef- 
fective as filed, we do not at the pres- 
ent time pass upon the reasonableness 
of the 2.35 per cent interest rate. 


Maturity Date 


[7-9] We consider next the pro- 
posed 2-year maturity date. In this 
connection, it is interesting to note 
that originally the Trustees were con- 
sidering an issuance of securities for 
a 5-year period. According to the tes- 
timony in the record, Judge Leibell, 
the district judge before whom are 
pending the reorganization proceed- 
ings of Associated Gas and Electric 
Corporation, expressed the view that 
the issuance of certificates having such 
a maturity might give an impression 
that the proceeding would be unduly 
prolonged. 

At the time we directed a hearing in 
this matter, we raised the specific ques- 
tion as to whether the term of two 
years was not itself too long. Doubt 
on this question arises from the vari- 
ous standards of § 7(d) of the Act. 
Clause (3) of § 7(d) is particularly 


pertinent. It requires that financing 
by the issuance and sale of the partic. 
ular security be necessary or appropri. 
ate for the economical and efficient Op. 
eration of the applicant’s business, 
The business of the Trustees is t) 
proceed with the expeditious adminis. 
tration of the estate under their car 
in accordance with the provisions 
of the Bankruptcy Act. One of the 
purposes of the corporate reorganiza 
tion legislation was the desire of Con. 
gress to avoid, in the words of a report 
of the House Committee on the Jud- 
ciary: 
“the unduly protracted course of a 
receivership proceeding because of 
the lack of regulation for 
speeding up the proceedings.” 
The delays of equity receiverships 
prior to the amendments to the Bank. 
ruptcy Act were the subject of fre. 
quent censure."® This Commission 
has positive responsibilities with re- 
spect to reorganizations of public util- 
ity holding companies, both under § 1! 
(f) of the Public Utility Holding 
Company Act and under various pro- 
visions of Chapter X of the Bankrupt- 
cy Act. It is our duty to do every- 
thing possible to insure that such pro- 
ceedings proceed. with expedition. 
The expenses of trusteeship have al- 
ready aggregated over $770,000" 
Undue delay in these proceedings will 
increase the losses already suffered by 





25 Report of Committee on the Judiciary 
concerning H. R. 8046, later enacted with 
amendments and generally known as_ the 
Chandler Act. (July 29, 1937, House of Rep- 
resentatives, 75th Congress, Ist Session, Re- 
port No. 1409), page 37 

26 See, for example, Re Reisenberg (Metro- 
politan Railway Receivership [1908] 208 US 
90, 52 L ed 403, 28 S Ct 219. Cf. also re- 
port of Solicitor General Thacher, dated De- 
cember 5, 1931, regarding the administration 
of the bankruptcy law (set forth in Senate 
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Document, 72nd Congress, lst Session, No. 
65), page 90 

®87We are not suggesting that these ex- 
penses are high. It should be mentioned, how- 
ever, that these expenses represent only cash 
disbursements as already allowed by the court 
and paid; they do not include whatever obli- 
gation may have accrued with respect to the 
payment of additional fees to Trustees and 
their counsel, to committees and counsel, to 
special masters, and to other parties in in- 
terest. 
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investors. We could not permit the 
issuance of the certificates if such ap- 
proval were to prolong these pro- 
ceedings. 

Under the circumstances of this case, 
there is every reason why these cer- 
tificates can be paid within two years 
as a maximum, provided the Trustees 
proceed expeditiously to dispose of 
properties and generate sufficient cash 
to place the remaining properties in 
proper financial condition for appro- 
priate disposition. 

Indeed, it would seem that a one- 
year period should probably be suffi- 
cient within which to dispose of suffi- 
cient properties to eliminate the NY 
PA NJ debt and thereafter to permit 

the realization by Agecorp of at least 
| enough cash to repay these certificates. 
However, the Trustees have urged 
that they be permitted to issue certifi- 
cates for a 2-year period and have, in 
that connection, stressed the fact that 
the proposed certificates are subject 
to prepayment within that time with- 
out payment of a premium. Under 
all the circumstances, we have decided 
to permit the certificates to run for a 
period of two years, provided that $1,- 
000,000 be repaid at the end of the 
first year, and subject to certain addi- 
tional protective provisions. 


Use of Proceeds of Property 


[10] The certificates as proposed 
permit prepayment in whole or in part 
without payment of a premium: How- 
ever, these certificates contain no pro- 
visions which require application of 


funds from sales of property to pay- 
ment of certificates. Since, unless 
some such requirement is imposed, is- 
suance of debt by these Trustees at 
best barely meets the statutory stand- 
ards, and since the issue of $5,000,000 
should be reduced as soon as possible, 
we cannot permit the issuance, except 
upon a specific condition, under which 
all net proceeds from sales of proper- 
ty will be applied promptly to the re- 
duction in principal amount of out- 
standing certificates. In order to take 
care Of possible contingencies, how- 
ever, we are willing to permit such 
proceeds to be used otherwise with the 
express consent of the certificate hold- 
ers and subject to further approval of 
this Commission and the court. 


Limitation on Total Issue—“Open” 
or “Closed End” 


We turn now to a consideration of 
whether the terms of the proposed is- 
sue should permit the issuance of ad- 
ditional certificates without consent of 
the holders. The declaration as filed 
would permit the issuance of any num- 
ber of certificates, to rank pari passu 
with the $5,000,000 issue now pro- 
posed. There is some conflict of opin- 
ion as to whether such a provision af- 
fects the interest rate on these securi- 
ties." We do not express a definite 
opinion on this point; however, there 
would seem to be some reason for be- 
lieving that if the issue of certificates 
is limited a lower interest rate should 
be available. 

While in view of the fact that the 





28 A vice president of the Guaranty Trust 
Company, the proposed purchaser of these 
certificates, stated that in his opinion such a 
provision did not in this case affect the rate 
of interest. However, The Chase National 
Bank, in indicating a willingness to make a 


29 


loan at 14 per cent, included the requirement 
that the total certificate issue be limited in 
amount. In an earlier proposal for bids on 
certificates, made in November of 1940, rep- 
resentatives of the Trustees contemplated a 
limitation on over-all indebtedness. 


41 PUR(NS) 





SECURITIES AND EXCHANGE COMMISSION 


matter is not now before us we do 
not pass upon it at this time, it appears 
unlikely that any further issues of 
Trustees’ certificates could be justi- 
fied. Since a limitation on the amount 
of indebtedness may affect the interest 
rate, there is every reason why it 
should be imposed and no substantial 
reason why it should not.” 


Trustees’ Procedure in Sale of 
Certificates 


[11, 12] The desirability of these 
three protective provisions is particu- 
larly borne out by the record of the 
present case. The rules of this Com- 
mission do not require competitive 
bidding for securities of this charac- 
ter.2° Nevertheless, the Trustees felt 
that some modified form of competi- 
tive bidding would be desirable. Ac- 
cordingly, the Trustees prepared a 
memorandum embodying the terms up- 
on which they wished to issue certifi- 
cates.*? 

The memorandum was sent to five 
New York banks, which in the Trus- 
tees’ opinion, were the only ones which 
might be interested in handling the 
issue. Of these banks, it developed 
that three decided that they were not 
interested in submitting bids or other 


proposals. At the time fixed for open. 
ing of bids two communications were 
received from interested banks. 

One bank, the Guaranty Trust Com. 
pany, made a bid in accordance with 
the proposal submitted by the Trus. 
tees. The bid of Guaranty Trus 
Company was for a loan at 2.35 per 
cent interest. This loan, in accord. 
ance with the Trustees’ memorandum, 
was proposed with an absence of cer- 
tain protective provisions which if 
present would have improved the 
character of the certificates. Under 
the terms of the proposal no restric. 
tions were imposed on the use of pro- 
ceeds from property sales, no serial 
payments were required, and the loan 
was completely “open end.” 


The other communication was a 
certain proposal from the Chase Na- 
tional Bank. The Chase Bank stated 
that it could not make a loan without 
some protective provisions of the char- 
acter which we have, in this opinion, 
indicated to be essential. They stated, 
however, that subject to certain con- 
ditions, they were prepared to negoti- 
ate a loan on the basis of 14 per cent 
interest.** In response to a question 
by one of the Trustees, as to whether 
they would bid competitively if the 





29 JIt may also be mentioned that since the 
notes are subject tu prepayment at any time, 
the present notes could be called and addi- 
tional notes issued, where such a course found 
to be necessary and were it possible under 
the standards of the Holding Company Act. 

80 Clause (a)(2) of Rule U-50 expressly 
exempts from competitive bidding require- 
ments otherwise applicable: 

“The issuance of any bond, note or other 
evidence of debt of a security of ten years or 
less to a commercial bank, insurance compa- 
ny, or similar institution not for resale to the 
public, provided no finder’s fee or other fee, 
commission, or remuneration is to be paid in 
connection therewith to any third person (ex- 
cept an associate service company) for nego- 
tiating the transaction.” 
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81 The Trustees did not attempt to follow 
the prcedure used for competitive bidding is- 
sues under Rule U-50. Under that procedure 
the terms of the proposed issue are submitted 
to the Commission for approval and no bids 
are requested until approval is obtained of all 
the terms and conditions of the issue. 

82 The Chase Bank’s proposal contemplated 
amortization provisions, protective provisions 
regarding the sales of property, a limitation 
on the amounts of additional certificates, and 
a commitment on the loan only until October 
15th, rather than December 31st. Under all 
the circumstances in this case, we believe the 
Trustees are justified in asking for a stand- 
by agreement until December 31st, since it 
may not be possible to close the Hopson set- 
tlement prior to that time. 
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terms were revised in accordance with 
their suggestions, the representative of 
that bank said they would not. 

Under these circumstances the Trus- 
tees decided not to consider further 
the letter of the Chase Bank, and they 
accepted the bid of the Guaranty 
Trust Company. We express no opin- 
jon as to whether competitive bidding 
is or is not desirable in a case of this 
kind. On the basis of our experience 
to date we have not felt it necessary to 
require competitive bidding on short- 
term loans. In any event, we feel that 
if competitive bidding is to be used, 
the procedure should be substantially 
in accordance with that followed un- 
der Rule U-50. The terms of the 
security should be submitted and ap- 
| proved in advance of the bids. After 
such submission and approval, public 
consideration of such terms will en- 


able all bidders to determine what 


terms are, in fact, appropriate. Up- 
on approval of such terms by this 
Commission, the bidding will then be 
open to any interested bidder. The 
bidder will be free to bid with assur- 
ance that the terms of the bid are not 
subject to further provisions requir- 
ing, in turn, resubmission of bids. 
Under the circumstances present in 
this case it is apparent that we cannot, 
consistently with our duties under the 
Holding Company Act, permit the 
declaration to become effective as filed. 
For the reasons we have indicated, it 
is apparent that any issue of such cer- 


tificates must be accompanied by sub- 
stantial conditions both for the pro- 
tection of the purchasers of the certifi- 
cates and in the interests generally of 
the public, investors, and consumers. 
Such conditions must include a provi- 
sion for partial serial maturities in an 
amount of at least $1,000,000 at the 
end of the first year, provisions re- 
quiring the application of the net pro- 
ceeds of any sales of property to pay- 
ment of the certificates, and a provi- 
sion forbidding the issuance of further 
certificates on a parity with the pres- 
ent issue. 

The issue of certificates accompa- 
nied by conditions of this nature is of 
a character very similar to the pro- 
posed certificates on which The Chase 
National Bank of the city of New 
York proposed to advance $5,000,000 
on a 14 per cent basis.** Unless there 
have been substantial changes in mar- 
ket conditions since the date of the 
Chase Bank’s proposal, there would 
appear to be no reason why the loan 
should not be obtained at substantial- 
ly the rate proposed at that time. As 
we have indicated, we do not require 
that loans of this character be submit- 
ted to competitive bidding. Declarants 
are, of course, free to do so on the 
basis of the terms and conditions 
which we are prescribing in our order. 
If they do not resubmit the matter for 
competitive bids, they are free to ne- 
gotiate for the sale of the proposed 
certificates at the best obtainable price. 





83 While The Chase National Bank did not 
contemplate a commitment for more than thir- 
ty days, opinion testimony in the record indi- 
cates that a commitment for an additional pe- 
riod should not substantially alter the inter- 
est rate. Furthermore, it may be noted that 
there is some question as to whether counsel 
for the prospective purchaser would permit 
the funds to be advanced pending a 40-day 
period following issuance of the court order 


within which persons may appeal. Since the 
court order cannot, at the earliest, be entered 
prior to October 6th (the date now set for 
the court hearing), the 40-day period would 
not elapse, at the earliest, until November 
15th. Under these circumstances, the cost of 
an additional commitment to December 31st 
should not be a substantial factor in fixing an 
interest rate. 
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Since it is our understanding that 
the Trustees wish to issue the certifi- 
cates in any event, even though the 
present declaration cannot be permit- 
ted to become effective on the basis of 
the terms as filed, we will not at this 
time deny the declaration completely. 
We will permit it to become effective 
as to a certificate issue in the amount 
of $5,000,000 subject to the terms and 
conditions which we have indicated. 
However, the interest rate on the se- 
curities and the exact terms of the cer- 
tificates are subject to our further ap- 
proval. 

While for the reasons we have stat- 
ed we do not impose requirements as 
to the manner of bidding or negotiat- 
ing for the certificates, we shall care- 
fully scrutinize the terms of any fur- 
ther proposed transaction, whether the 
Trustees follow the method of com- 
petitive bidding or negotiation. We 
will at that time take into considera- 
tion all the pertinent facts with re- 
spect to the interest rate shown in the 
present record. In view of the fact 
that declarants are anxious to proceed 
as soon as possible with the issue of 
the securities, we will, by our order, 
approve the issuance of the certificates 
in the amount proposed, subject to the 
terms and conditions specified, reserv- 
ing jurisdiction for the purposes of 
passing upon the interest rate and ex- 
amining into the facts with respect to 
further negotiation or bidding. In 
order that the matter may be expe- 
dited, we are, by our order, directing 
that the hearing be reconvened on Fri- 
day, October 3rd, for the purpose of 
receiving whatever evidence may be 
appropriate and passing upon those 
matters as to which jurisdiction is re- 
served. 
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An order will issue permitting the 
declaration to become effective subject 
to the terms and conditions hereinbe- 
fore outlined, reserving for further 
consideration the reasonableness of 
the interest rate and the exact terms 
of the security, and reconvening the 
hearing on October 3, 1941, at 10 
o'clock. A. M. 


By the Commission: (Chairman 
Eicher, Commissioners Pike, Purcell, 
and Burke; Commissioner Healy be- 
ing absent and not participating). 


ORDER 


Denis J. Driscoll and Willard L. 
Thorp, as Trustees of Associated Gas 
and Electric Corporation, having filed 
a declaration pursuant to the Public 
Utility Holding Company Act of 
1935, particularly § 7 thereof, with 
respect to the issuance and sale by said 
declarants of $5,000,000 principal 
amount of Trustees’ certificates, said 
certificates to have a maturity of two 
years from the date of issuance ; and 

Public notice and opportunity for 
hearing with respect to said declara- 
tion having been duly given; a hearing 
having been held on said declaration; 
requested findings of fact, briefs and 
oral argument having been waived; 
and the Commission having this day 
made and filed its findings and opinion 
herein ; 

It is ordered, on the basis of said 
findings and opinion, that the declara- 
tion of Denis J. Driscoll and Willard 
L. Thorp, as Trustees of Associated 
Gas and Electric Corporation, with re- 
spect to the issuance of $5,000,000 
principal amount of Trustees’ certifi- 
cates be and is hereby permitted to be- 
come effective as filed, subject how- 
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ever to such modifications as may be 
necessary for the purpose of comply- 
ing with the following terms and con- 
ditions, which are hereby imposed: 

(1) Of the total amount of said 
certificates, the sum of $1,000,000 
shall mature and become payable not 
later than one year from the date of 
the issue of such certificates ; 

(2) The certificates shall provide 
that all of the net proceeds of assets 
of the estate of the Trustees of Asso- 
ciated Gas and Electric Corporation 
shall be applied within thirty days of 
receipt to the reduction of the princi- 
pal amount of outstanding certificates 
pro rata with respect to each certifi- 
cate, subject however to the provision 
that such proceeds may be used other- 
wise with the express consent of the 
holders of certificates and subject to 
the further approval of this Commis- 
sion and of the United States district 
court for the southern district of 
New York; 

(3) The certificates shall provide 
by their terms that so long as said cer- 
tificates are outstanding, no additional 
certificates or other obligations shall 
be issued by the Trustees having pri- 
ority over or parity with said certifi- 
cates ; 

(4) The interest rate upon the cer- 
tificates and the exact terms thereof 
shall be submitted to and approved by 
this Commission ; and 

(5) The certificates shall not be is- 
sued and the declaration shall not be- 
come finally effective except after ap- 
proval of said certificates by the Unit- 
ed states district court for the south- 
ern district of New York. 

It further appearing that the Com- 
mission having reserved jurisdiction 
over the interest rate and the exact 
[3] 


terms of said certificates, and that a 
hearing should be held for the consid- 
eration thereof ; 

It is further ordered that the hear- 
ing herein shall be reconvened on Oc- 
tober 3, 1941, at 10 o’clock a. m. at 
the offices of the Securities and Ex- 
change Commission, 1778 Pennsyl- 
vania Avenue, N.W., Washington, 
D. C., in the room designated on said 
date by the hearing room clerk in 
Room 1102 before the officer of the 
Commission heretofore designated to 
preside at said hearing, or before such 
other officer as may hereafter be des- 
ignated, such officer to have all the 
powers hereto conferred by previous 
order herein. 

It is further ordered that jurisdic- 
tion be and is hereby reserved with re- 
spect to the interest rate upon said cer- 
tificates, the exact terms thereof, and 
for such other purposes as may be 
necessary or appropriate. 


Clarification Order 


The Commission having previously 
issued its order in this matter on Sep- 
tember 30, 1941 [printed herewith] 
which order permitted a declaration 
with respect to the issuance of $5,- 
000,000 principal amount of Trustees’ 
certificate to become effective, subject 
to certain terms and conditions, which 
terms and conditions are more fully 
set forth in said order, and which or- 
der was accompanied by the findings 
and opinion of the Commission with 
respect to said matter; and 

One of said terms and conditions 
having provided that “all of the net 
proceeds of assets of the estate of the 
Trustees of Associated Gas and Elec- 
tric Corporation” should be applied in 
a manner more fully specified there- 
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in; declarants having requested that 
the phrase “net proceeds” be clarified ; 
and it appearing to the Commission 
that said request for clarification may 
appropriately be granted; 

It is ordered that the said order of 
September 30, 1941, be and is hereby 
amended, as of September 30, 1941, 
to add at the end of subparagraph 
(2) thereof the following: 

“The phrase ‘net proceeds’ as used 
in this paragraph shall be construed to 
mean only those cash proceeds avail- 
able to the estate of Associated Gas 
and Electric Corporation and remain- 
ing after payment of all expenses of 
sale as approved by this Commission, 
and all taxes required to be paid by 
the Trustees in connection with or re- 
sulting from any such sale, and after 
deducting from such proceeds all 
amounts, if any, paid by the Trustees 
in connection with any acquisition or 
reacquisition by the Trustees of assets 
or securities which may be a condition 
of such disposition and is approved by 
this Commission, or which may be re- 
quired by order of this Commission 
in connection with any such disposi- 
tion of assets.” 


Order on Amended Declaration 


Denis J. Driscoll and Willard L. 
Thorp, as Trustees of Associated Gas 
and Electric Corporation, having filed 
a declaration pursuant to the Public 
Utility Holding Company Act of 
1935, particularly § 7 thereof, with 
respect to the issuance and sale by 
said declarants of $5,000,000 princi- 
pal amount of Trustees’ certificates, 
which as amended provides for the is- 
suance of certificates to have a matu- 
rity of two years from the date of is- 
suance as to $4,000,000 thereof, and 
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a maturity of one year from the date 
of issuance as to $1,000,000 thereof, 
said certificates to be junior to the 
costs and expenses of the administra- 
tion of the estate of Associated Gas 
and Electric Corporation, and under 
certain circumstances to be junior to 
certain other claims, and said certifi- 
cates to have other terms as more fully 
therein set forth. 

The Commission having previously, 
by order dated September 30, 1941 
[printed herewith] permitted said 
declaration to become effective, sub- 
ject however to certain modifications 
necessary for the purpose of comply- 
ing with certain terms and conditions 
set forth in said order, and which or- 
der reserved jurisdiction to pass upon 
the interest rate of said certificates and 
the terms thereof; 

An amendment having been filed 
providing for the issuance of such cer- 
tificates with an interest rate of 2.25 
per cent and setting forth the form 
of such certificates; a further hearing 
having been held after appropriate 
notice with respect to the interest rate 
and the terms of said certificates ; and 
the Commission being of the opinion 
that said interest rate is not unreason- 
able and that the terms of said certifi- 
cates are in accord with the previous 
order of the Commission; 

It is ordered that the declaration 
as so amended, containing the terms 
and conditions specified in paragraphs 
(1), (2), and (3) of said order of 
September 30, 1941, providing for an 
interest rate of 2.25 per cent and con- 
templating the issuance of certificates 
substantially in the form included in 
Amendment No. 3 of said declaration, 
be and is hereby permitted to become 
effective, subject however to the con- 
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ditions contained in Rule U-24, and 
subject to the further condition that 
the certificates shall not be issued and 
the declaration shall not become final- 
ly effective except after approval of 
said certificates by the United States 
district court for the southern dis- 
trict of New York. 


Order on Further Amendment 


The Commission having previously, 
by order entered October 10, 1941 
[printed herewith] permitted to be- 
come effective a declaration filed by 
Denis J. Driscoll and Willard L. 
Thorp, as Trustees of Associated Gas 
and Electric Corporation, pursuant to 
the Public Utility Holding Company 
Act of 1935, and particularly § 7 
thereof, with respect to the issue and 
sale by said declarants of $5,000,000 
principal amount of Trustees’ certifi- 
cates, bearing interest at the rate of 
2.25 per cent per annum, to Guaranty 
Trust Company of New York; said 
certificates having a maturity of two 
years from the date of issuance as to 
$4,000,000 thereof, and a maturity of 
one year from the date of issuance as 
to $1,000,000 thereof, and having 
other terms as more fully therein set 
forth; subject, however, to the condi- 
tions contained in Rule U-24, and to 
the further condition that said certifi- 
cates should not be issued and said 
declaration should not become finally 
effective, except after approval of said 
certificates by the United States dis- 
trict court for the southern district 
of New York; and 

Declarants having applied to the 
United States district court for the 
southern district of New York for 
approval of said certificates, and hav- 
ing obtained such approval ; and declar- 


ants having filed, as Amendment No. 
4, to said declaration, a copy of the 
certificate as approved by said United 
States district court for the south- 
ern district of New York, which cer- 
tificate contains minor modifications 
of the form of certificate included in 
the declaration heretofore filed as 
amended; and 


Declarants having requested that 
said Amendment No. 4 be incorpo- 
rated in the record herein and that, 
pursuant to Rule U-24(c)(3)(A), 
an order be entered by the Commis- 
sion approving the issuance of said 
certificates in the form approved by 
said United States district court and 
incorporated in said Amendment No. 
4; and 

It appearing to the Commission that 
the modifications in the form of said 
certificates are not substantial and that 
the Commission may appropriately ap- 
prove such modifications and by sup- 
plemental order permit the declaration 
to become effective as amended and 
supplemented by said Amendment No. 

> 

It is hereby ordered that said 
Amendment No. 4, containing said 
form of proposed: certificate with 
modifications as aforesaid, be and is 
hereby incorporated in the record 
herein; and 

It is further ordered that the form 
of certificate contained in said Amend- 
ment No. 4 be and is hereby approved 
as substantially in accordance with the 
form of certificate heretofore filed, 
and that said declaration as so amend- 
ed and supplemented, be and is hereby 
permitted to become effective, subject 
however to the conditions contained 
in Rule U-24. 
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SECURITIES AND EXCHANGE COMMISSION 


Re Pennsylvania Power & Light 


Company et al. 
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state 
capit: 
§ 151 


Intercorporate relations, § 19.11 — Holding company regulation — Practice and 
procedure — Motion for continuance. 
1. Proceedings instituted against companies in a holding company system 
under §§ 11(b)(2), 12(c), and 15(f) of the Holding Company Act, 15 
USCA § 79k(b) (2), § 791(c), § 790(£), may properly be held in abeyance 
subject to further order of the Commission pending formulation and sub- 
mission of plans for reorganization of a respondent operating company 
where a plan has been proposed (although not formulated in specific or Com: 
detailed terms) for refinancing or recapitalizing subsidiaries of a respond-f § 79 
ent intermediate holding company which is to be liquidated, p. 40. to se 
write 
and 
quate 
preci 
make 
ance 


Dividends, § 6 — Restriction on payment — Member of holding company sys. 
tem. 

2. A public utility member of a holding company system was permitted to 
pay common stock dividends in an amount not exceeding 25 per cent of 
net earnings available where dividends had previously been forbidden 
pending proceedings against members of the system pursuant to orders 
under §§ 11(b)(2), 12(c), and 15(f) of the Holding Company Act, 15 
USCA § 79k(b) (2), § 791(c), § 790(f), in view of a proposed plan for fR Acco 
refinancing and recapitalizing subsidiaries of a respondent intermediate miss; 
holding company, p. 40. 3 
[November 3, 1941.] prop! 


ROCEEDING under §§ 11(b)(2), 12(c), and 15(f) of the § 12 
r Holding Company Act against members of a holding com- bc) | 
pany system; hearing continued subject to further order of Com- larat: 
mission and subject to conditions, and permission granted for | of ar 

limited payments of dividends. wtins 

rity | 

¥ of P 
Power & Light Company; Samuel 6. the p 
Miller, for Pennsylvania Public Util 8% tal o 


APPEARANCES: Milton H. Cohen 
and Alfred Berman, for the Public 


Utilities Division of the Commission; 
Simpson Thacher & Bartlett by John 
F, MacLane, for Electric Bond and 
Share Company; Simpson Thacher & 
Bartlett by John F. MacLane and Reid 
& Priest by James L. Boone, for Na- 
tional Power & Light Company; 
Thomas J. Perkins, for Pennsylvania 
41 PUR(NS) 


ity Commission. 

By the Commission: 

On July 25, 1941, the Commission 
issued its notice and order for hearing 
and order to show cause in the above 
entitled proceeding.’ On the basis of 
detailed recitals in the notice and order 


1 Holding Company Act Release No. 2%6. 
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the Commission called a hearing for 
August 12, 1941. It was specified that 
at such hearing particular attention 
should be directed to the following 
matters and questions: 

1. Whether the statements of fact 
set forth in the notice and order are 
true and accurate. 

2. Whether it is necessary or ap- 
propriate in the public interest or for 
the protection of investors or consum- 
ers to require that Pennsylvania re- 
state its plant and investment, surplus, 
capital, and other accounts pursuant to 
§ 15(£) of the Public Utility Holding 
Company Act of 1935, 15 USCA 
§ 790(f) and rules thereunder so as 
to segregate, dispose of, and eliminate 
write-ups and intangibles in the plant 
and investment accounts, set up ade- 
quate reserves for retirements and de- 
preciation of plant and property, and 
make other adjustments in conform- 
ance with the Uniform System of 
Accounts of the Federal Power Com- 
mission and the standards of the act. 

3. Whether it is necessary or ap- 
propriate to enter an order pursuant to 
§ 12(c) of the act, 15 USCA § 79] 
| (c) prohibiting or restricting the dec- 
laration or payment by Pennsylvania 
of any dividends on its common stock, 
in order to protect the financial integ- 
rity or safeguard the working capital 
of Pennsylvania or to prevent 
the payment of dividends out of capi- 
tal or unearned surplus, or to prevent 
the circumvention of the provisions of 
the act or the rules, regulations, or or- 
ders thereunder. 

4. Whether, for the purpose of fair- 
ly and equitably distributing voting 
power among the security holders of 
Pennsylvania pursuant to the provi- 
sions of § 11(b)(2) of the act, 15 


USCA § 79k(b)(2), it is necessary 
or appropriate to require that Pennsyl- 
vania shall revise and simplify its cap- 
ital structure and take other steps to 
fairly and equitably redistribute vot- 
ing power among its security holders. 

The Commission further ordered 
that upon the convening of the hearing, 
the respondents shall show cause 
., why the Commission shall not 
forthwith enter an order prohibiting 
the declaration or payment of further 
dividends on the common stock of 
Pennsylvania as violative of § 12(c) of 
the Public Utility Holding Company 
Act of 1935 (supra,) and rules there- 
under, such order to be effective until 
termination of the proceeding herein 
ordered and final determination of the 
issues stated above.” 


Prior to the date of the hearing spe- 
cified in the Commission’s notice and 
order the respondents requested a post- 
ponement of the hearing, representing 
that Pennsylvania would postpone the 
declaration and payment of any divi- 
dend on its common stock until a date 
in no event earlier than October 10, 
1941. Upon such assurance, the Com- 
mission postponed the hearing until 
September 18, 1941.? 

Thereafter, two additional postpone- 
ments of the hearing date were grant- 
ed to the respondents, upon their as- 
sutances that no dividends would be 
declared or paid on Pennsylvania’s 
common stock until after the postponed 
hearing date.2 The hearing was ac- 
tually held on October 13, 1941. 

Subsequent to the issuance of the 
notice of and order for hearing and 
prior to the actual convening of the 





2 Holding Company Act Release No. 2931. 
3 Holding Company Act Release Nos. 3012, 
3046. 
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hearing as described above, the Com- 
mission issued (August 23, 1941) its 
findings and opinion and order in the 
proceeding entitled Re Electric Bond 
and Share Co. File No. 59-12, a pro- 
ceeding under § 11(b) (2) of the act, 
supra. In the aforementioned find- 
ings and opinion the Commission 
found it was necessary to require the 
dissolution of National Power & Light 
Company, parent company of Penn- 
sylvania, in order that National should 
not unduly and unnecessarily compli- 
cate the holding company system of 
Electric Bond and Share Company and 
unfairly and inequitably distribute 
voting power among the security hold- 
ers of such holding company system. 
The Commission, therefore, ordered 
that “the existence of said National 
Power & Light Company shall be ter- 
minated and that said company be dis- 
solved,” and it further ordered that: 

“ said National Power & 
Light Company and Electric Bond and 
Share Company shall proceed with due 
diligence to submit to this Commis- 
sion a plan or-plans for the prompt 
dissolution of National pursuant to 
§ 11(b) (2) of the act and shall take 
such further steps as may be necessary 
or appropriate to effectuate this order.” 

At the hearing in the present pro- 
ceeding held October 13, 1941, P. B. 
Sawyer, president of National Power 
& Light Company, testified that in his 
opinion the issues posed in the Com- 
mission’s notice of and order for hear- 
ing in the Pennsylvania proceeding 
are related to and interwoven with the 
dissolution of Pennsylvania’s parent, 
National. Sawyer indicated that in 


the opinion of the management of Na- 
tional Power & Light Company the 
ultimate objectives sought by the Com- 
mission in the Pennsylvania proceeding 
can best be accomplished by a large 
contribution of cash to Pennsylvania 
by its equity stockholder, National. In 
order for National to obtain the cash 
for such purpose it will be necessary 
for National to sell the various assets 
in its portfolio. These assets, in addi- 
tion to the common stock of Pennsyl- 
vania Power & Light Company, in- 
clude substantially all the common 
stocks of Houston Lighting & Power 
Company, Carolina Power & Light 
Company, and Birmingham Electric 
Company together with securities in a 
number of other utility and nonutility 
companies.® 

Accordingly a program along the 
following lines was outlined by Saw- 
yer: 

It is proposed that the common stock 
of Houston Lighting & Power Com- 
pany will be offered as an exchange to 
the preferred stockholders of National, 
and it is contemplated by the company 
that the preferred stock liability of 
National will thereby be substantially 
eliminated. A plan to this effect has 
been filed with this Commission, and 
hearings have been held with respect 
thereto, but no findings or decision 
have yet been made by the Commis- 
sion.® 

Should the foregoing proposal for 
the exchange of Houston common 
stock for National preferred receive 
our approval and be carried out, Na- 
tional also proposes to provide for its 
remaining outstanding debt securities 





4 Holding Company Act Release No. 2962. 
5¥For a list of such assets see Holding 
Company Act Release No. 2962. 


41 PUR(NS) 


6 Re National Power & Light Co. File No. 
70-337, Holding Company Act Release No. 
2961. 
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($2,370,500 principal amount), util- 
izing cash on hand for the purpose. 

If these steps are carried out, Na- 
tional’s capital will consist only of its 
common stock and such of its preferred 
stock as is not provided for by the 
proposed Houston transaction ; and its 
assets will consist chiefly of the com- 
mon stocks of Pennsylvania, Carolina, 
and Birmingham. 

The program outlined by Sawyer 
would then contemplate the making 
of certain revisions in the capital struc- 
tures of Carolina Power & Light Com- 
pany and Birmingham Electric Com- 
pany, the reorganization of Lehigh 
Valley Transit Company, and the sub- 
sequent sale of National’s common 
stock equities in these companies. At 
the same time the miscellaneous other 
assets of National would be disposed 


of, except the common stock of Penn- 
sylvania. 

The proceeds realized from the sale 
of National’s other assets would then 
be invested in common stock of Penn- 


sylvania. A recapitalization or reor- 
ganization of Pennsylvania would be 
effected, and necessary adjustments 
made in certain of Pennsylvania’s ac- 
counts. The common stock of Penn- 
sylvania would then be distributed as 
a liquidating dividend to the common 
stockholders of National. 

Sawyer stated that respondents feel 
it necessary to defer a reorganization 
of the Pennsylvania Company such as 
is sought in the present proceeding un- 
til such time as they are able to carry 
out the program described and there- 
by to obtain the funds needed for the 
effectuation of the Pennsylvania reor- 
ganization. He estimated that a pe- 
riod of from one to two years might 
be required to carry out the program. 


Sawyer urged that, in the meantime, 
the Commission should not impose a 
complete dividend restriction on Penn- 
sylvania’s common stock. In his tes- 
timony he set forth a proposed divi- 
dend program whereby Pennsylvania 
might pay dividends at the rate of 25 
per cent of the net earnings available 
for the common stock, and whereby 
certain additional restrictions would 
be applicable to other subsidiaries of 
National as set forth below. 


Conclusion 


In summary, the program out- 
lined by the witness contemplates that 
the various other subsidiaries of Na- 
tional shall be refinanced or recapital- 
ized in turn to the extent that circum- 
stances warrant, and that the proceeds 
received by National from the suc- 
cessive dispositions of its holdings in 
these other companies shall be em- 
ployed as a final step in the readjust- 
ment of the Pennsylvania Company’s 
structure along the lines indicated in 
our notice and order in the present 
proceedings. 

This “plan” has not been formally 
filed with us; indeed it has not been 
formulated by respondents in anything 
like specific or detailed terms. The 
plan has merely been sketched in broad- 
est outline as described above. It 
seems probable that some time would 
elapse before a program of such mag- 
nitude could be translated into a series 
of concrete and definite proposals, and 
considerable study on our part would 
doubtless be necessary before it could 
be determined whether the individual 
steps in the program can be approved 
under the standards of the statute and 
whether the accomplishment of the 
earlier steps may actually be expected 
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to pave the way for the types of ad- 
justments called for in the Pennsyl- 
vania situation as outlined in our no- 
tice and order. 

[1, 2] Respondents have advanced 
the plan outlined as the one which ap- 
pears to them to present the most feas- 
ible method of correcting the existing 
conditions in the Pennsylvania Com- 
pany. In view of the considerable lapse 
of time which appears necessary before 
we would be in a position to pass judg- 
ment on the feasibility and general ac- 
ceptability of the plan as a method of 
correcting such conditions, we have 
come to the conclusion that the present 
proceedings may properly be held in 
abeyance unless and until further de- 
velopments in the formulation or ex- 
amination of the over-all program 
cast doubt on the necessity or appro- 
priateness of postponing the Pennsyl- 
vania reorganization to the final step. 
For the same reasons we also conclude 
that, as a temporary measure pending 
such further developments, we may 
appropriately permit Pennsylvania to 
declare and pay common dividends in 
an amount not exceeding 25 per cent 
of its net earnings available for com- 
mon stock subsequent to June 1, 1941. 
In computing such earnings we as- 
sume provision will be made for de- 
preciation at least to the extent of the 
provision made during the last twelve 
months. 

We desire to emphasize that the 
foregoing conclusions are not arrived 
at on the basis of any showing that the 
problems in the Pennsylvania Com- 
pany are other than as indicated in our 
notice and order. Rather we feel that, 
until there has been adequate oppor- 
tunity for fair study of the respond- 
ents’ program, we should give that pro- 
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gram the benefit of the doubt and 
withhold immediate consideration of 
the issues stated in the notice and order 
in the present proceedings. It is un- 
derstood by respondents that we ex- 
pressly reserve jurisdiction to resume 
consideration of the Pennsylvania is- 
sues, including the question of a more 
complete dividend restriction, upon 
reasonable notice, at any time that it 
may appear to us appropriate to do so 
in the light of the considerations set 
forth in this opinion. On the other 
hand, respondents have the right to re- 
quest reconsideration by us of our or- 
der in the light of changed circum- 
stances, or to petition for hearings on 
the merits of the Commission’s notice 
and order for hearing. 

Although we acquiesce in respond- 
ents’ request that we defer considera- 
tion on the merits of the allegations 
set forth in our notice and order for 
hearing, we shall require that the re- 
spondents file within thirty days a 
verified answer either admitting or, on 
the basis of detailed and specific state- 
ments of their position, denying each 
of the allegations set forth in our no- 
tice and order. 

It is hardly necessary to point out 
that the dividend restriction described 
above is designed to meet the situa- 
tion of the Pennsylvania Company as 
it now presents itself, and that it is 
not proposed to continue it in effect 
after the conditions necessitating the 
restriction have been corrected. 

It is obvious that the present dis- 
position of the question of dividend 
payments by Pennsylvania ought not to 
be made the occasion for any increase 
in common dividend payments by other 
subsidiaries of National. To this end 
it has been stipulated that we may im- 
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pose a condition to the effect that an- 
nual common dividend payments by 
Carolina Power & Light Company 
shall not exceed $600,000 plus 25 per 
cent of the amount by which net in- 
come of the company available for 
common exceeds $1,250,000,” and that 
no common dividends shall be declared 
or paid by Birmingham Electric Com- 
pany. In both cases the restriction will 
be subject to modification by appro- 
priate action of the Commission or 
upon application by respondents or the 
particular companies in question. 





7 The figure of $1,250,000 represents the ag- 
gregate of the $600,000 dividend being annual- 
ly paid on Carolina’s common stock at the 
present time, and the $650,000 annual restric- 
tion of net earnings imposed in an earlier 
proceeding. Re Carolina Power & Light Co. 
(1940) 7 SEC 354. 


We are mindful that these dividend 
restrictions will cause a curtailment of 
National’s income and will probably 
reduce the dividend payments on Na- 
tional’s common stock. In that re- 
gard, we agree with the statement of 
Sawyer that the stockholders of Na- 
tional must bear in mind the fact that 
theirs is now a corporation approach- 
ing liquidation. The common stock- 
holders of National will presumably 
receive within a relatively short period 
the entire equity which remains to them 
after retirement of senior securities. 
The sums left in Pennsylvania will ac- 
crue to their equity and will aid them 
in realizing ultimately a more substan- 
tial amount in the liquidation. 


An appropriate order will issue. 
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Pennsylvania Public Utility Commission 


Edison Light & Dawes Company 


[Complaint Docket No. 11108.] 


Procedure, § 33 — Reopening of case — Evidence of later prices — Depreciation. 
The record in a rate proceeding recently closed should not be reopened 
for the purpose of introducing testimony as to recent prices of labor and 
materials and as to observed condition of the property at a late date, since 
there must be an end to litigation and records which have been closed and 
made the subject of an order nisi should not be reopened each year, and 
there is no justification for hearings to permit testimony as to observed 
condition when the Commission’s findings as to depreciation are not based 


upon observed condition. 


[October 7, 1941.] 


_ by electric company to reopen case and afford com- 
panies an opportunity to submit further testimony and evi- 
dence; refused. 
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By the Commission: This matter 
now comes before us upon petition of 
respondent, Edison Light and Power 
Company, to reopen the case and af- 
ford respondent an opportunity to 
submit further testimony and evi- 
dence with respect to (a) prices of la- 
bor and materials as of December 31, 
1940, (b) to observed condition of 
the property as of December 31, 1940, 
and its prospective usefulness, and (c) 
such other evidence as the Commission 
may deem proper. 

In support of (a) and (b), respond- 
ent alleges that the Commission could 
not make a lawful and proper deter- 
mination of fair value as of Decem- 
ber 31, 1940, without consideration of 
prices or observed condition as of De- 
cember 31, 1940. 

Respondent recognizes that under 
ordinary circumstances it should have 
asked for further hearing prior to the 
issuance of the Commission order nisi 
of July 30, 1941, but it contends that 
informal negotiations with Commis- 
sion representatives, looking to the 
establishment of agreed rates coupled 
with a sliding scale, relieved it from 
the obligation of timely request for 
the opportunity to present further evi- 
dence. We need not discuss this con- 
tention with regard to the effect of in- 
formal conferences since we are of the 
opinion that even if we regard the pe- 
tition as properly submitted it must be 
refused on other grounds. 

The argument with relations to (a) 
is substantially the same as that pre- 
sented to the Federal courts in con- 
nection with the temporary rate order 
of November 30, 1937, 21 PUR(NS) 
328, to the effect that the Commission 
in that order should have given effect 
to an undepreciated reproduction cost 
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estimate as of May 31, 1937. On be- 
half of the Commission, it was point- 
ed out that respondent itself had not re- 
vised its fair value claim based on 1936 
reproduction cost figures in the light 
of the increased reproduction cost 
shown by the 1937 estimate. The 
United States Supreme Court upheld 
the Commission order: Driscoll vy. 
Edison Light & P. Co. (1939) 307 
US 104, 83 L ed 1134, 28 PUR(NS) 
65,59 S Ct715. We perceive nothing 
in the present situation which should 
move us to reopen the proceeding at 
this late date for the purpose of per- 
mitting the submission of additional 
reproduction cost evidence. There 
must be an end to litigation and rec- 
ords which have been closed and made 
the subject of an order nisi should not 
be reopened each year. 

As will be seen from a reading of 
our order nisi, the Commssion find- 
ings, as to depreciation, are not based 
upon “observed condition” as the com- 
pany uses the term to a significant ex- 
tent, and, therefore, we perceive no 
justification for further hearings to 
permit testimony to be presented as to 
the observed condition at December 
31, 1940. 

It may be noted that the issues be- 
fore us are also raised in respondent’s 
exceptions to the order nisi, and we 
will give further careful considera- 
tion thereto in our review of the ex- 
ceptions. 

In the light of the situation as above 
discussed, we are of opinion and find 
that the petition of respondent to re- 
open this case for the purpose of in- 
troducing further testimony should 
be refused; therefore, 

Now, to wit, October 7, 1941, it is 
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ordered: That the petition of re- 
spondent to reopen the record for the 


purpose of introducing further testi- 
mony be and is hereby refused. 





MONTANA BOARD OF RAILROAD COMMISSIONERS 


Re Union Pacific Railroad Company 


[Docket No. 3388, Report and Order No. 1779.] 


Service, § 150 — Train discontinuance — National defense requirements. 
Discontinuance of certain passenger trains should be permitted when con- 
tinued operation would prevent the railroad company from giving full aid 
to the national defense program of the United States government, since 
that program is paramount and public convenience and necessity should 


yield thereto. 


[October 14, 1941.] 


PPLICATION for authority to discontinue passenger trains; 


granted. 


APPEARANCES: Corette & Corette, 
by John E. Corette and R. D. Corette, 
Attorneys, Butte, for Union Pacific 
Railroad Company; Maury & Shone, 
Attorneys, Butte, for Railroad Broth- 
erhoods of Montana and the Trans- 
portation Brotherhoods of Idaho; 
Leonard A. Schultz, County Attorney, 
Dillon, for Beaverhead county; J. E. 
Keily, Attorney, Dillon, for Irvine 
Cotton; Frank J. Roe, County Attor- 
ney, Butte, for Silver Bow county; 
Enor K. Matson, Counsel for the 
Board. 

Before Austin B. Middleton, Chair- 
man, Horace F. Casey, and Paul T. 
Smith, Commissioners. 


By the Boarp: The Union Pacific 
Railroad Company on September 29, 
1941, filed a petition with the Board 
of Railroad Commissioners of the state 
of Montana for authority to discon- 


tinue its passenger trains Nos. 30 and 
31 between Butte, Montana and the 
Montana-Idaho line at Monida, Mon- 
tana, in order to supply the need for 
coaches, baggage cars, steam power, 
supplies, and man power to meet the 
requirements of the United States 
government in the national defense 
program. 

The Union Pacific Railroad Com- 
pany presented evidence showing 
much defense activity along its entire 
system, including the South Central 
district, being that part of the system 
extending from Butte south to Los 
Angeles and from Granger, Wyo- 
ming, west through Idaho, into eastern 
Oregon. The proof showed the need 
of the company for additional equip- 
ment to serve defense requirements 
for both freight and passenger service 
in this district. There was presented 
evidence of a rapidly developing and 
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expanding defense program in and 
about Ogden, Salt Lake City, and 
near West Yellowstone, Montana, as 
well as at many other points in this 
district. Proof was made of the need 
for the railroad equipment, supplies 
and man power used on trains Nos. 30 
and 31 in order to supply the defense 
needs in this district. Evidence was 
presented showing delays in freight 
movements due to-lack of steam pow- 
er. Evidence also showed the inabil- 
ity of the company to meet extra de- 
mands for passenger service due to 
lack of equipment. The reasonably 
anticipated immediate national defense 
requirements for both freight and pas- 
senger service based on the announced 
national defense program showed an 
urgent need for all available railroad 
equipment and man power of the com- 
pany. A survey made by the company 
showed that the equipment and man 
power used on trains 30 and 31 could 
be made available for present defense 
needs with the least inconvenience to 
the public compared to other equip- 
ment and man power used in this dis- 
trict and on the system. 


The company based its application 
entirely on the national defense re- 
quirements of the United States gov- 
ernment. It presented no evidence re- 
lating to the public convenience and 
necessity. The principal issue, there- 
fore, was whether the equipment, sup- 
plies, and man power used in the op- 
eration of trains Nos. 30 and 31 were 
necessary to supply the demands made 
on the company by the United States 
in carrying on its defense program. 
While there were present a number of 
protestants from Butte, and Dillon, the 
attitude of protestants, including the 
Railroad Brotherhoods, was exempli- 
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fied by the Butte Chamber of Com- 
merce which advised the Board as fol- 
lows: 

“We are informed that the discon- 
tinuance of this service is solely in the 
interest of national defense. The 
Butte Chamber of Commerce offers 
no protest to the depletion of railroad 
service into Butte, if it is shown con- 
clusively that such depletion is abso- 
lutely necessary in the interest of the 
defense of this nation.” 

Although we have stated some in- 
convenience will result, the public will 
still be served by passenger trains Nos. 
29 and 32 between Butte and Salt Lake 
City. They are known as the “night 
trains” and, unlike trains 30 and 31, 
carry Pullman and tourist equipment. 
At present these trains are the better 
patronized trains between these points. 
In addition, three busses operate daily 
over highway No. 91 from Butte 
south. Freight service between these 
points has been increased. The chief 
inconvenience to the public will be in 
the mail service and connections. 
However, this situation can be reme- 
died by the Post Office Department and 
there is no reason to believe that it will 
not be, if necessary. In view of the 
hearing being limited solely to the na- 
tional defense needs of the United 
States this Board does not make any 
finding relative to the public need and 
necessity in connection with these 
trains. 

This Board feels that the national 
defense program of the United States 
is paramount and that every effort and 
sacrifice necessary thereto should be 
made by the railroads, their employees, 
and the public. All should codperate 
with patriotic fervor to the fullest ex- 
tent in such defense program. No 
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obstacles should be placed in its path. 
It is assumed, of course, that sacrifices 
will have to be made, but they should 
be, and no doubt will be, accepted 
cheerfully and without complaint. 


Findings of Fact 


On the evidence presented at the 
hearing the Board finds: 

1. That the Union Pacific Railroad 
Company needs the coaches, baggage 
cars, steam power, supplies and man 
power used in operating trains Nos. 
30 and 31 between Butte and the Mon- 
tana-Idaho state line at Monida, Mon- 
tana, in order to meet the requirements 
of the national defense program of the 
United States government in other 
freight and passenger service. 

2. That if trains Nos. 30 and 31 are 
discontinued such equipment can and 
would be used by the Union Pacific 


Railroad Company in aid of such na- 
tional defense program. 

3. That the allegations of the peti- 
tioner have been established by sub- 
stantial and competent evidence. 


Conclusions of Law 


The Board concludes: 

1. That the petition of the Union 
Pacific Railroad Company for permis- 
sion to discontinue passenger trains 
Nos. 30 and 31 should be granted. 

2. That to require the continued 
operation of trains Nos. 30 and 31 
would prevent the Union Pacific Rail- 
road Company from giving full aid 
to the national defense program of the 
United States government. 

3. That the national defense pro- 
gram of the United States government 
is paramount and public convenience 
and necessity should yield thereto. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re Eau Claire County Telephone Company 


[No. 2-T-784.] 


Monopoly and competition, § 84 — Telephone extensions —Borderline territory. 
1. A telephone company should be authorized to extend its lines to pro- 
posed subscribers residing in an area served by another exchange although 
the company has failed to give the existing company the required notice of 
an attempt to extend this service, where such failure was inadvertent and 
due in part to past practice of the Commission of serving such notices on 
other utilities, and where the proposed subscribers have social and 
business relations with the community served by the applicant, p. 47. 


Monopoly and competition, § 103 — Evidence — Materiality. 
2. Evidence of subscribers’ indebtedness to a telephone company at the 
time service was discontinued was immaterial and, therefore, properly ex- 
cluded in a proceeding to determine whether another telephone company 
should be allowed to extend its service into that area to serve those sub- 
scribers, they having testified that such service had been discontinued be- 
cause it was inadequate and unsatisfactory, p. 47. 
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Monopoly and competition, § 87 — Telephone extensions — Avoidance of toll 


charges. 


Statement in dissenting opinion that the desire of customers to be relieved 
from paying toll charges for telephone service is no justification for the 
invasion of the territory of one company by another company, p. 50 


Monopoly and competition, § 91 — Telephone extensions — Borderline territory. 


Statement in dissenting opinion that investments of small telephone com- 
panies will be jeopardized if invasions of territory merely on the testimony 
of the private convenience of prospective subscribers are permitted, p. 


50 


Monopoly and competition, § 84 — Notice and hearing — Telephone extensions, 
Criticism, in dissenting opinion, of the procedure of extending telephone 
lines into an area being served by another telephone company without giv- 
ing the required notice of intention to do so, p. 50. 


(Peterson, Chairman, dissents.) 
[October 20, 1941.] 
H EARING on proposed extension of telephone service to sub- 


scribers residing in area served by another telephone com- 
pany; authority granted. 


By the Commission: On Novem- 
ber 8, 1940, the Eau Claire County 
Telephone Company notified the Com- 
mission as provided in § 196.50(2), 
Statutes, that it proposed to extend its 
line to serve two customers in sections 
1, 2, 11, and 12 in the town of Spring 
Brook, Dunn county. On December 
2, 1940, the Commission informed the 
Eau Claire County Company that the 
twenty days permitted for the filing 
of objections had expired and the util- 
ity proceeded with the extension. 

On March 10, 1941, the Community 
Telephone Company, which also 
renders service in the town of Spring 
Brook, Dunn county, informed the 
Commission that it had just learned 
of the construction of the line, and 
that no notice was ever given it of the 
Eau Claire County Telephone Com- 
pany’s proposal to extend. The record 
fails to show that notice had been filed 
with the Community Company, and 
the application accordingly is handled 
41 PUR(NS) 


in the same manner as if proper notifi- 
cation had been given as of the date 
of the Community Company’s com- 
plaint. , 

Hearing: July 15, 1941 at 
Menomonie before Examiner W. A. 
Anderson. 


APPEARANCES: Eau Claire County 
Telephone Company by O. E. Shiffer, 
Eau Claire; Community Telephone 
Company by R. M. Matteson, Black 
River Falls. 


Opinion 

It appears that immediately upon 
receiving information from the Com- 
mission that no objection had been filed 
to the proposed extension of its lines, 
the Eau Claire County Telephone 
Company extended its lines to serve 
two applicants for its service; namely, 
Milton Ausman in section 2 and Wes- 
ley Goetz in section 1. The extension 
was made on an_ easterly-westerly 
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road for the distance of approximately 
one mile, and thence north for a dis- 
tance of one-half mile, to reach the 
Ausman and Goetz farms. En route 
on this extension was the farm of Ed- 
gar Langdell in section 12, which ap- 
parently could be given service by a 
drop from the line being constructed 
to serve Ausman and Goetz. The Eau 
Claire County Telephone Company 
was already serving from another line 
two customers in section 1 of the town 
of Spring Brook, Dunn county. 

[1,2] The record discloses that the 
Eau Claire Telephone Company made 
the extension here involved without 
having served the notice required by 
§ 196.50(2) upon protestant. We 
have condemned illegal extensions by 
public utilities (Re Commonwealth 
Teleph. Co. 2-T-879, decided August 
23, 1941), 40 PUR(NS) 352, and our 
action in this case should not be con- 
strued as approving violation of the 
law. However, it appears here that 
failure to serve the required notice was 
entirely inadvertent and due in part 
at least to the past practice of the 
Commission of serving such notices on 
other utilities. These are mitigating 
circumstances not present in the cases 
cited. 

The Eau Claire County Telephone 
Company maintains a switchboard of 
its own at a community known as Un- 
ion, whence its lines are connected 
with the Eau Claire exchange of the 
Wisconsin Telephone Company. All 
subscribers of the Eau Claire County 
Telephone Company are considered 
switched line subscribers of the Wis- 
consin Company at Eau Claire and so 
have free interexchange service with 
the Eau Claire exchange of the Wis- 
consin Company. 


The Community Telephone Com- 
pany operates an exchange at Elk 
Mound, an incorporated community on 
Highway 12, approximately 12 miles 
from Eau Claire. Its lines radiate in 
all directions from the Elk Mound 
exchange. 

Testimony of all three applicants 
for service of the Eau Claire County 
Telephone Company was offered in 
support of the extension. Applicant 
Ausman is one of the joint owners 
of three farms, one in section 1 here- 
in involved, another on the line between 
Eau Claire and Dunn counties, and 
the third in Eau Claire county. He 
testified that he and his partners op- 
erate all three farms as a unit, ex- 
changing work and help between 
them. He has direct Eau Claire serv- 
ice at the farm in Eau Claire county 
but no direct service on the farm on 
the line between Eau Claire and Dunn 
counties because there are no buildings 
on that farm. Generally speaking, the 
entire production of the three farms 
is sold to the Lange Products Com- 
pany of Eau Claire. Thus, the serv- 
ice which the applicant needs is in- 
volved in his connection with Eau 
Claire. 

Applicant Goetz resides directly 
across the north and south highway 
from Ausman. His business dealings 
are all in Eau Claire. He has an in- 
valid daughter whose physician resides 
in Eau Claire and her condition is 
such that it is very frequently neces- 
sary to call the physician at Eau Claire. 
Applicant Goetz has a brother who 
lives immediately south of Goetz’ resi- 
dence, with whom Goetz exchanges 
work, and who is also served from an- 
other circuit by the Eau Claire County 
Telephone Company. 
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In building the line to Goetz and 
Ausman upon what now appears to 
have been an erroneous authorization, 
the Eau Claire County Telephone 
Company’s line passed the farm of 
one Edgar Langdell in section 12. 
Eau Claire County Company extended 
service to this farm while constructing 
its line to serve Goetz and Ausman. 
Langdell testified that he also has all 
of his business dealings in Eau Claire, 
that he is situated close to a vining 
station of Lange Products Company 
of Eau Claire for whom the farmers 
of the vicinity have raised peas and 
other canning crops. Langdell’s aged 
mother and other relatives live in Eau 
Claire. 

All three applicants for service tes- 
tified that a number of years ago they 
had used the service of the Elk Mound 
exchange of the predecessor of the 
Community Company and that serv- 
ice had been discontinued because it 
was unsatisfactory and failed to meet 
their needs. 

Ausman and Goetz live about 24 
miles from Elk Mound. The com- 
munity is small, with a population of 
but 376. It has no physician or veter- 
inarian. 

Protestant Community Telephone 
Company insists that this is its natural 
territory within which it should oper- 
ate. The company’s witness cited the 
fact that when service from the Elk 
Mound exchange’s predecessor com- 
pany was discontinued by the three 
parties now having Eau Claire County 
Telephone Company service, each was 
indebted to the predecessor company. 
The question of whether or not the 
applicants or any of them were indebt- 
ed to the protestant at the time service 
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was discontinued is immaterial to the 
issues in this case. 


Finding 

The Commission finds: 

That public convenience and neces- 
sity require the extension of the lines 
of the Eau Claire County Telephone 
Company to serve patrons in sections 


1, 2, and 12, of the town of Spring 
Brook, Dunn county. 


PETERSON, Chairman, dissenting: 
Although this case presents an “ex- 
tension of service problem,” the usual 
question of “duplication of facilities” 
does not arise herein. None the less 
an equally important question is pre- 
sented. This case is an extension of 
the natural boundaries of the Eau 
Claire County Telephone Company 
at the expense of, and to the detriment 
of, Community Telephone Company. 

The majority opinion herein author- 
izes the Eau Claire Company to extend 
to a point within about one mile of 
the village of Elk Mound where an ex- 
change of the Community Telephone 
Company is located. The location of 
the prospective subscribers is well 
within the territory in which the Com- 
munity Telephone Company through 
its Elk Mound exchange has served 
and presently undertakes to serve. 

Although it is true that the generally 
accepted boundary line of exchanges 
may expand or contract, the expan- 
sion on the part of one exchange and 
the corresponding contraction on the 
part of the other is usually based on 
what the Commission has heretofore 
classified as a change of commu- 
nity interest. I do not~ find such a 
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change of community interest in this 
case. 

The prospective subscribers, Aus- 
man, Goetz, and Langdell, have sig- 
nified their desire to have Wisconsin 
Telephone Company service through 
the Eau Claire exchange, by becom- 
ing subscribers of the Union exchange, 
an exchange of the Eau Claire County 
Telephone Company. Wisconsin 
Telephone Company service at Eau 
Claire is available to subscribers of 
the Union exchange on a switched 
basis. Elk Mound service is likewise 
favailable to subscribers of the Union 
exchange by means of free toll. 


Witness Ausman testified that he 
lives 94 miles from Eau Claire and 
21 miles from the Elk Mound central 
office; that with the Eau Claire service 
he can be in direct contact with three 
farms that he has an interest in. He 
states that his banking is done in 
Menomonie, and that so far as a physi- 

| cian is concerned, he has had no need 

for one for the past ten or twelve 
years; that his church connections 
could be either Eau Claire or Elk 
Mound, and that socially he has 
friends and relatives “anywhere” in 
the territory, and that his milk is 
sent to Rusk, with which he has no 
direct phone connection. This testi- 
mony is conclusive that his interests 
are diversified, and surely do not cen- 
ter at Eau Claire. 

On cross-examination, he admitted 
that his one main reason for desiring 
the Eau Claire service was that he 
would be relieved from paying toll 
charges. He likewise says that when 
he had Elk Mound service ten or twelve 
years ago, the service was not too good. 
However, the Community Telephone 
Company offered undisputed testi- 
[4] 
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mony that within the past four or five 
years its service has been greatly im- 
proved and is now a good service. 

Witness Goetz testified that he has 
a sick daughter and that he likes to 
have communication with her doctor 
at Eau Claire without paying toll 
charges; that some of his business 
connections are at Eau Claire; that 
his milk goes to Elk Mound; that he 
has a brother on the Union line and 
it is easy to call him. This is a per- 
fect example of “personal conven- 
ience”’ rather than “public conven- 
ience.” 

Witness Langdell states that his rea- 
sons are about the same as Ausman’s 
and Goetz,’ but that in addition he 
has an 83-year-old mother in Eau 
Claire and that he has other relatives 
in Eau Claire that he desires to call 
without paying toll. He exchanges 
work with neighbors, most of whom 
are adjacent to the Elk Mound ex- 
change. He likewise testified that ten 
or twelve years ago the service was 
not too good. Here again the prin- 
cipal consideration appears to be “pri- 
vate” rather than “public” conven- 
ience. 

Witness Matteson for the Commu- 
nity Telephone Company testified that 
there was free service between the 
Union exchange and the Elk Mound 
exchange, and between the Union ex- 
change and the Eau Claire exchange, 
whereas for subscribers of the Elk 
Mound exchange there is free service 
to the Union exchange but no free serv- 
ice to the Eau Claire exchange. He 
likewise testified that ten or twelve 
years ago when service to the three 
prospective subscribers herein was dis- 
continued by the Elk Mound exchange, 
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that each owed the Community Tele- 
phone Company large bills for former 
service. (The majority opinion calls 
attention to the fact that the three 
parties above named were indebted to 
the Community Telephone Company 
at the time of discontinuance of serv- 
ice, ten or twelve years ago, but say 
that that question is immaterial to the 
case. 

In this regard I wish to say that in 
my opinion the examiner conducting 
the hearing (on page 31 of the record) 
improperly refused to permit testi- 
mony along this line. I believe that 


the testimony was relevant and as it 
was a question propounded by the Eau 
Claire Company in behalf of the de- 
linquent subscribers, they should not 
have been protected by the examiner. 

Witness Matteson further testified 
that the territory in which the prospec- 


tive subscribers lived was within the 
territory in which the Elk Mound ex- 
change held itself out to serve, and 
that they were ready, willing, and able 
to so serve now as they have in the 
past. He testified that in his opinion 
the main reason for their desire for 
connection with the Union exchange 
was so that they would have free serv- 
ice to the Eau Claire and Elk Mound 
exchanges. This opinion is supported 
by the testimony of the prospective 
subscribers. 

The Community Telephone Com- 
pany owes the duty to its existing 
subscribers to maintain the integrity 
of the Elk Mound exchange. The ex- 
change has been built and designed to 
serve the entire group of subscribers 
whose interests lie with the community 
of Elk Mound. Successive invasions 
of territory, such as this, not only im- 
pair the service to remaining subscrib- 
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ers, but make it increasingly difficy} 
for the exchange to continue oper. 
tion. Witness Matteson by his obje. 
tion to this extension is attempting tp 
perform his obligations. 

This Commission has many times 
properly held that a difference in rental 
rate for service is no justification for 
the invasion of the territory of on 
company by another company. [If in. 
vasions of territory, such as here pro. 
posed, merely on the testimony of the 
private convenience of the prospective 
subscribers, are permitted, I cannot 
but feel that the investments of hun. 
dreds of small telephone companies 
throughout the state are going to be 
very seriously jeopardized. 

Surely, it cannot with compelling 
force be argued that the prospective 
subscribers are not within the natural 
boundaries of the Elk Mound ex- 
change. If this is conceded, as I feel 
it must be, then I think that the serv- 
ice from the Elk Mound exchange, 
which service is now much improved 
over that of ten years ago, is the serv- 
ice that these parties should be required 
to take, if they desire telephone service 
at all. 

There is another very serious rea- 
son why this extension should not be 
permitted. The Eau Claire County 
Telephone Company is presumed to 
know the law. The line in question is 
already an accomplished fact. With- 
out giving notice to the Community 
Telephone Company of intention to 
extend its lines, as required by law, 
the company illegally made such ex- 
tension and is now applying to the 
Commission for a validation of this il- 
legal act. This Commission has with- 
in the past few weeks condemned 
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liu ys procedure. Re Commonwealth 23, 1941, 40 PUR(NS) 352. I wish 
Bk Teleph. Co. 2-T-879, decided August to reiterate my condemnation. 

ODjec. 
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* «Seneca Cavalier, on behalf of Local No. 30 


f one 


‘tit of International Brotherhood of Team- 


e pro- 


of tl 
we sters, Chauffeurs, Stablemen, and 
‘annot . 
i Helpers of America 
= o. 
to be ° ° 
Tube City Taxi & Transfer Company, 
elling 
er Incorporated 
tural 
| ex. [Complaint Docket No. 13366.] 
[ feel i Corporations, § 1 — Entity separate from stockholders. 
serv- 1. A corporation is an entity separate and distinct from the persons own- 
ange, ing its stock, p. 52. 
oved [i Definitions — Owner — Operation of motor vehicle. 
sery- 2. Owner, as the word is used in motor transportation, is understood as 


meaning the registered owner of the vehicle and is not properly applied to 
the driver of a motor vehicle registered in the name of a corporation in 
which the driver may own stock, p. 52. 


| Monopoly and competition, § 77 — Unfair trade practices — Advertising by taxt- 


lired 
rvice 


shoudl cab company — Representation of owner operation. 

t be 3. The use of the term “owner-operated” and the slogan “Every Driver is 
unty an Owner” by a corporation operating taxicabs, designed to create the im- 
1 to pression in the public mind that patrons are helping the drivers in conduct- 
n is ing a business of their own, while in fact the motor vehicles are owned by 
ith: the corporation, constitutes a deliberate deception for the purpose of in- 
‘ viting patronage and should be discontinued, p. 52. 

ny [October 21, 1941.] 


‘? OMPLAINT against unfair trade practices of a taxicab com- 
i C pany; complaint sustained. 
¥ 

sil. By the Commission: This matter Brotherhood of Teamsters, Chauf- 

th. is before us upon complaint filed by feurs, Stablemen, and Helpers of 

Seneca Cavalier, a representative of America. The complaint alleges that 

ned Local No. 30 of the International the respondent, Tube City Taxi and 
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Transfer Company, Inc., is engaging 
in unfair trade practices in that it has 
represented to the public that its cabs 
are “owner-operated,” which is con- 
trary to fact and in violation of the 
rules and regulations of the Commis- 
sion. 

The respondent is the holder of cer- 
tificates issued at Application Docket 
No. 59224, Folders 1 and 2. The cer- 
tificates there issued approved the in- 
corporation of the respondent and 
transferred to it the rights previously 
held by Raymond Patterson, trading 
as Tube City Taxi and Transfer Com- 
pany. Patterson then became the 
president of the respondent corpora- 
tion. 

[1, 2] Immediately upon commenc- 
ing operations, respondent painted 
its taxicabs with the legend “own- 
er-operated.” In addition it placed at 
the curb in front of its office a sand- 
wich billboard which stated ‘Every 
Driver is an Owner.” Respondent 
admits that its cabs were painted as 
alleged and that it placed the alleged 
billboard in front of its place of busi- 
ness. However, it contends that the 
cabs are in fact owner-operated, since 
each owner is a shareholder in the re- 
spondent corporation. 

Such an argument has no support 
in law. The courts have always held 
that a corporation is an entity, sepa- 
rate and distinct from the persons 
owning its stock. As the stockholder 
owns only an equity in the corporate 
property, he cannot point to any spe- 
cific piece of corporate property as be- 
ing owned by him. Wolf v. Goddard 
(1840) 9 Watts & S(Pa) 544; Com- 
monwealth v. Sunbury Converting 
Works (1926) 286 Pa 545, 134 Atl 
438. 


41 PUR(NS) 


52 


Furthermore, the certificate of titl 
and registration of each motor vehick 
is in the name of the respondent corpo. 
ration, and not in the name of the driy. 
er. Respondent argues that the word 
“owner” has no exact legal meaning 
and that it is sometimes loosely under. 
stood to mean ownership of corporate 
property by a stockholder. If the 
above-cited cases are ict sufficient to 
refute this argument, cases indicate 
that in motor transportation the term 
“owner” is understood as meaning 
the registered owner of the vehicle 
See Re Liberty Forwarding & Dis. 
tributing Corp. (1940) 21 MCC 495; 
Re Dixie Ohio Express Co. (1939) 
17 MCC 735; Public Utility Com- 
mission v. Gornish (1939) 134 Pa 
Super Ct 565, 29 PUR(NS) 523, 4 
A(2d) 569. 

[3] The use of the term “owner- 
operated” and the slogan “Every 
Driver is an Owner” was designed 
to create the impression in the public 
mind that in patronizing those cabs the 
patrons are helping the drivers in con- 
ducting a business of their own. 
There is a decided trade advantage in 
the representation to the public that 
the person engaged in the operation of 
the taxicab is the actual owner there- 
of. This constitutes a deliberate de- 
ception for the purpose of inviting 
patronage. 

In 1922 the Commission adopted 
and has consistently upheld the follow- 
ing order: 

“Tt is the sense of the Commission, 
and it hereby declares, that any acts 
by applicants for certificates of public 
convenience, or by persons or corpo- 
rations to whom certificates have been 
or may be granted, of the marking, 
painting, or designing their cars, so as 
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to simulate cars of special design or 
markings, operated by other certificate 
holders, cr any other act intended to 
invite patronage by deception, will be 
considered as sufficient ground for the 
rejection of applications or the revoca- 
tion of certificates.’ (Italics sup- 
plied). Yellow Cab Co. v. Leinhauser 
(1926) 8 Pa PSCR 318, PUR1927B 
609, 610; Farley v. Miller (1929) 9 
Pa PSCR 562, PUR1929D 544. 
After considering all the testimony 
we find that the use of the slogan 
“Every Driver is an Owner” and the 
painting on motor vehicles of the 
phrase “owner-operated” is mislead- 
ing and is intended to invite patronage 
by deception and is in violation of 
our previous orders. Accordingly, we 
shall enter an order requiring the re- 
spondent to remove from its taxicabs 
the improper legend and also order it 
to refrain in the future from advertis- 


ing in any manner or means that its 
cabs are operated by the actual own- 
ers thereof; therefore, 

Now, to wit, October 21, 1941, it is 
ordered: 

1. That the complaint be and is 
hereby sustained. 

2. That the Tube City Taxi and 
Transfer Company, Inc., respond- 
ent, within fifteen days from receipt 
of a copy of this order, remove from 
all of its motor vehicles the slogan 
“owner-operated” and remove from 
its office billboard the slogan “Every 
Driver is an Owner.” 

3. That the respondent, its officers, 
agents, servants, and employees forth- 
with refrain, cease, and desist in any 
manner or by any means from employ- 
ing misleading advertising to the ef- 
fect that its motor vehicles are oper- 
ated by persons who are the actual 
owners thereof. 
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Town of Madison 


Madison City Water Department 


[2-U-1734.] 
Service, § 162 — Rules and rates — Municipal plant — Effect of ordinance. 
1. Rules and rates for water users outside of a municipality, made effec- 
tive by ordinance and filing by the municipal water department, remain 
the legally effective rates and rules of the municipal plant, notwithstanding 
the enactment of an ordinance restricting service obligations outside of the 
municipality, when the ordinance has not been approved by the Com- 
mission as part of the rates and rules of the city as a public water utility, 


p. 55. 


Public utilities, § 57 — Municipal plants — Extraterritorial service. 
2. A municipality rendering water service to the general public within 
city limits and also in adjoining towns is engaged in the operation of a 
public water utility in such towns, p. 55. 

Public utilities, § 16 — Tests of status — Acts and professions. 
3. Dedication and acceptance of public utility service is evidenced more 
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strongly by what is actually done than by what is professed, intended, 


proposed, p. 55. 


Public utilities, § 57 — Status of municipal plant — Contract service — Dedica. 


tion to public service. 


4. A municipal water department which by its method of furnishing sery. 
ice has shown a clear intention to serve the entire metropolitan area, jp. 
cluding adjoining towns, in many cases making main extensions with suf. 
ficient capacity for considerable areas beyond those to be immediately 
served, and having on file with the Commission rates and rules for service 
applying outside the city limits, is engaged in the operation of a public 
utility service rather than a service pursuant to individual contracts with 


present customers, p. 55. 


Service, § 359 — Municipal plants — Restriction of obligations — Ordinance, 
5. An ordinance restricting the obligation of a municipal water depart- 
ment to furnish service in towns where it operates as a public utility should 
be disapproved as inconsistent with the city’s obligation as a public utility, 


p. 58. 


Service, § 126 — Duty to serve — Municipal plants. 
6. The obligation of a municipal plant to render service and the conditions 
which may be made applicable are not matters which are controlled by 
mere fiat of the common council, but they are determined by application 
of the rules governing public utilities and of the utility’s rules and regula- 
tions which have been filed with and approved by the Commission, p. 58. 


[November 13, 1941.] 


PPLICATION by town board for investigation to determine 
A status of a city water department as a public utility in cer- 
tain towns and for prescription of extension and connection 
rules applicable to service in such towns; city water department 
held to be operating as a public utility and rules and regulations 

established. 


By the Commission: The town 
board of the town of Madison, Dane 
county, on June 25, 1941, filed an ap- 
plication with the Commission for an 
investigation to determine whether 
the Madison city water department is 
operating as a public utility in the 
town of Madison and other towns ad- 
jacent to the city and, if so, for pre- 
scription of extension and connection 
rules applicable to its service in such 
towns. The application also request- 
ed that proceedings be stayed in Dock- 
et CA—1803, Re Madison, to trans- 
act business as a Public Water Util- 
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ity, pending a determination of the 
issues in this proceeding. A notice of 
investigation and hearing was issued 
on July Ist. At the request of the 
city the hearing set for July 18th was 
postponed. 


APPEARANCES: Town of Madison 
by Fred Risser, Attorney, Madison, 
Gordon Dawson, Clerk; city of Madi- 
son by Harold E. Hanson, City At- 
torney, and Leon A. Smith, Water 
Superintendent, both of Madison, of 
the Commission staff: -P. A. Reyn- 
olds, Rate Analyst. 
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Evidence in other pending proceed- 
ings involving the Madison water de- 
partment, namely, 2-U-1566, 2—U- 
1736, and CA—1803, was incorporated 
by reference as part of the record in 
this proceeding in so far as it related 
to facilities of the water department 
in the towns of Madison, Westport, 
Burke, and Blooming Grove, Dane 
county. 

Final briefs were filed October 4th. 
The record was closed with the re- 
ceipt on October 17th of Exhibit 6A, 
a sketch map of the plat of Sunset 
Village, introduced by the town of 
Madison. 

Opinion 


The city of Madison including part 
of Lakes Mendota and Monona cov- 
ers a major portion of township 7 
north, range 9 east, which also com- 
prises the town of Madison. Portions 


of the city also lie within the south- 
western part of township 8 north, 
range 10 east, which also comprises 
the town of Burke and the northwest- 
ern part of township 7 north, range 10 
east, which also comprises the town of 
Blooming Grove. 

[1] The application was occasioned 
by refusal of the city to extend serv- 
ice to residents of the plats of West- 
morland and Sunset Village in the 
town of Madison west of the city aft- 
er enactment of an ordinance by the 
city council on April 28, 1941, by 
which it was provided that no water 
service might be extended to appli- 
cants living outside the city limits ex- 
cept under express permission and 
grant by resolution of the council and 
under such conditions as the council 
might specify. The new ordinance 
was not filed with this Commission un- 
til August 20 and has not been ap- 


proved by us as part of the rates and 
rules of the city of Madison as a pub- 
lic water utility. Therefore, we are 
of the opinion that the rules and rates 
for outside water users which were 
made effective by ordinance and filing 
in 1928, with slight modifications 
adopted in 1937, are still the legally 
effective rates and rules of the utility. 

[2-4] The town contends that the 
city water department is a public util- 
ity now rendering water service in the 
towns of Madison, Burke, Westport, 
and Blooming Grove; that conse- 
quently the city as a public water util- 
ity has an obligation to serve to the 
extent of the utility’s capacity all mem- 
bers of the public in such towns who 
wish service; and that the recent or- 
dinance is an attempt by the council to 
usurp the functions of this Commis- 
sion in regulating utility service to the 
public. 

The city asserts that the service 
rendered by the water department 
within the city limits is furnished by 
the city in its governmental capacity ; 
that service outside the city is rendered 
only pursuant to individual contracts ; 
and that it has no obligation except 
under such contracts to render serv- 
ice. The city, therefore, challenges 
the jurisdiction of the Commission in 
this proceeding. 

Section 196.01, Statutes, defines the 
term “public utility” to mean and em- 
brace every city that may own, oper- 
ate, manage, or control any plant or 
equipment or any part of a plant or 
equipment within the state for the 
furnishing of water either directly or 
indirectly to or for the public. Sec- 
tion 66.06, Statutes, relating to mu- 
nicipally owned public utilities, pro- 
vides in subsection (1) that the defi- 
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nition of “public utility” in § 196.01 
shall apply to § 66.06. Subsection 
(2) provides that nothing in the sec- 
tion shall be construed as depriving 
the Commission of any power con- 
ferred by Chap. 196 in regulation of 
public utilities. Subsection 12(a) 
empowers but does not require a city 
owning a water plant or equipment to 
serve persons or places outside its 
corporate limits. 

In various decisions the Wisconsin 
supreme court has discussed several 
characteristics by which a public util- 
ity as defined by § 196.01 is distin- 
guished from a merely private enter- 
prise. Among others these include 


Calumet Service Co. v. Chilton (1912) 
148 Wis 334, 135 NW 131; Chippe- 
wa Power Co. v. Railroad Commis- 
sion (1925) 188 Wis 246, 205 NW 
900; Pabst Corp. v. Milwaukee, 190 


Wis 349, PUR1926D 290, 208 NW 
493; South Shore Utility Co. v. Rail- 
road Commission, 207 Wis 95, PUR 
1932B 465, 240 NW 784; and West 
Allis v. Milwaukee (1935) 217 Wis 
614, 258 NW 851, 259 NW 724. Es- 
sentially in order to create a public 
utility status there must be a dedica- 
tion of an enterprise to the extent of 
its capacity to furnish one or more 
of the services enumerated in § 196.01 
to the general public and an accept- 
ance of, or at least acquiescence in, 
such dedication by an existent public. 
Such dedication and acceptance is evi- 
denced more strongly by what is actu- 
ally done than by what is professed, 
intended, or proposed. Cawker v. 
Meyer (1911) 147 Wis 320, 133 NW 
157, 37 LRA(NS) 510; Wisconsin 
Traction, Light, Heat & P. Co. v. 
Green Bay & M. Canal Co. (1925) 
188 Wis 54, 205 NW 551; Common- 
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wealth Teleph. Co. v. Carley, 192 Wis 
464, PUR1927C 164, 213 NW 469. 
Union Falls Power Co. v. Oconto 
Falls (1936) 221 Wis 457, 265 Nw 
722. 

The Madison water department 
serves the general public in the city of 
Madison, including departments of the 
Federal, state, county, and city goy- 
ernments. The water department also 
furnishes water to the villages of 
Maple Bluff and Shorewood Hills for 
distribution and resale to the residents 
of such villages. The water depart- 
ment furnishes water for fire protec- 
tion purposes to the city, the two vil- 
lages, and the towns of Madison, 
Burke, Westport, and Blooming 
Grove, and serves the Lake View San- 
itorium, a county institution in the 
town of Westport, and certain school 
buildings in said towns. Water serv- 
ice is also being rendered to at least 
195 retail customers in the towns re- 
siding along transmission and feeder 
mains. Other customers in the towns 
are served from lateral mains paid for 
by the property owners. The water 
department reads meters of, issues 
bills to, and collects from these retail 
customers in each of the four towns. 
It is asserted by the town of Madison 
and not denied by the city that appli- 
cants for water service residing in 
portions of the towns near the city 
were promptly extended service be- 
fore the recent ordinance was enact- 
ed. In fact, the record shows that the 
water department did not limit exten- 
sion of service to applicants within 
100 feet of existing mains as provid- 
ed by its extension rules on file with 
the Commission. The water superin- 
tendent estimated that present facili- 
ties are adequate for rendition of 





servi 
tome 
clude 
ment 
the § 
nami 
W 
been 
the 1 
are 
city 
tion 
ter ( 
ous 
Gle 
son 
Bu 
doe 
gor 
suc 
sec 
mi: 


TOWN OF MADISON v. MADISON WATER DEPT. 


service to possibly 500 additional cus- 
tomers. From these facts we con- 
clude that the Madison water depart- 
ment has rendered service directly to 
the general public in the four towns 
named. 

Wells and connecting mains have 
been constructed by the department in 
the towns, but the land on which they 
are located has been annexed to the 
city under a special statute. In addi- 
tion to such mains, however, the wa- 
ter department has laid mains on vari- 
ous highways in the towns, including 
Glenway street in the town of Madi- 
son and Highway 113 in the towns of 
Burke and Westport. The record 
does not disclose whether the town 
governments granted permission to lay 
such mains, but authority therefor was 
secured from the State Highway Com- 
mission and Dane county. 


The water department is the only 


enterprise furnishing public utility 
water service to the general public in 
the city and in the portions of the 
towns involved in this proceeding. 

It is clear from the record that the 
towns and sanitary districts therein as 
well as the general public have ac- 
quiesced in and accepted water service 
from the city department. Many of 
the extensions of service outside the 
city have been at the request of indi- 
viduals and sanitary districts. Water 
service in Westmorland was begun 
at a time when that plat was a part of 
the city. 

From the foregoing facts of record 
we conclude that the Madison city wa- 
ter department is operating as a pub- 
lic utility not only in the city but also 
in the towns of Madison, Westport, 
Burke, and Blooming Grove. 

Although it was held in Wisconsin 


Traction, Light, Heat & P. Co. v. 
Green Bay & M. Canal Co. supra, that 
the attitude and intention of the en- 
terprise is not controlling of the ques- 
tion of whether it is a public utility, 
nevertheless it should be noted that 
the record shows a clear intention by 
the Madison city water department to 
serve the entire Madison metropoli- 
tan area. In many cases there have 
been extended into the towns mains 
with sufficient capacity for consider- 
able areas beyond those to be immedi- 
ately served. The water department 
has had rates and rules on file with 
this Commission since 1907, the year 
the utility law was enacted, and since 
1928 it has had on file rates and rules 
applying to service outside the city 
limits. 

In West Allis v. Milwaukee, supra, 
the court held that after expiration of 
a contract for water service by the 
Milwaukee water department to the 
city of West Allis the department, al- 
though freed from obligations of the 
contract, was still subject to the pub- 
lic utility law and obligated thereby to 
continue the rendition of service to 
West Allis at reasonable rates. The 
rule of this case negates the contention 
of the city of Madison that the only 
obligation it has to render service out- 
side the city is under individual con- 
tracts with existing customers. 

It is impossible from this record to 
make a determination of the limits of 
the areas within the four towns in- 
volved which the city of Madison has 
undertaken to serve. Indeed such a 
determination in a general proceeding 
such as this probably can never be 
made with precision and with justice 
to all prospective customers who 
might be involved. Nor does that de- 
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termination appear to be necessary in 
this case at this time in view of the 
fact that the rules herein prescribed 
are such as to make it unlikely that 
service will be demanded beyond any 
territory included within the city’s ob- 
ligations to serve. If such demand 
should arise, however, or if an ap- 
plication to the city for service should 
be refused on the ground that it came 
from territory beyond the obligation 
to serve, the question as to whether 
or not the applicant for service is en- 
titled thereto could properly be pre- 
sented to us in an appropriate proceed- 
ing brought for the enforcement of 
the city’s alleged duty to serve. 

For the reasons stated we do not 
undertake herein to determine precise- 
ly the geographic extent of the area 
which is included within the city’s un- 
dertaking and corresponding duty to 
serve. We have in other cases held 
that since the decision in South Shore 
Utility Co. v. Railroad Commission, 
supra, the boundary lines of a town 
are not of particular significance in 
determining the territory embraced 
within a public utility’s duty to render 
service. Re Behnke (1936) 13 Wis 
PSCR 29; Re Schantz (1936) 16 Wis 
PSCR 18, 19 PUR(NS) 139; Re 
Sheboygan (1938) 20 Wis PSCR 
410; Milwaukee v. Milwaukee, 2—-U- 
1570 (not yet published). 

[5, 6] In view of our conclusion 
that the city of Madison is operating 
as a public water utility in the towns 
of Madison, Burke, Westport, and 
Blooming Grove the ordinance of 
April 28, 1941, offered for filing as a 
part of the city’s schedules of rates 
and rules should be disapproved. That 
ordinance is inconsistent with the city’s 
obligations as a public utility. By its 
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terms it attempts to reserve to the City 
council the right and power to furnish 
or refuse water service at its pleasure 
and to impose upon the furnishing of 
such service such conditions as it May 
see fit to apply. The obligation to 
render service and the conditions 
which may be made applicable are not 
matters which are controlled by mere 
fiat of the common council; they are 
determined by application of the laws 
governing public utilities and of the 
utility’s rules and regulations which 
have been filed with the approved by 
the Commission. 

We are asked herein to prescribe 
rules and regulations governing sery- 
ice connections and extensions of 
mains beyond the city limits. The 
rules now on file have been in effect in 
substantially their present form since 
1928, subject to certain modifications 
made in 1937. As applied they appear 
to have given general satisfaction to 
the consumers, and we have therefore 
adopted them in substance except cer- 
tain provisions which in the light of 
the present record appear to be unrea- 
sonable and unlawful. We have re- 
stated the rules for the purpose of 
clarification. 

There is no issue presented here 
with reference to the level or form of 
the rates for service. These are, how- 
ever, under review in 2—U-—1736 now 
pending. 

Finding 

The Commission finds: 

1. That the city of Madison is op- 
erating as a public water utility in the 
towns of Madison, Burke, Westport, 
and Blooming Grove, Dane county, 
and as such, is obligated to the extent 
of the capacity of such utility to rend- 
er service therein. 








TOWN OF MADISON vy. 





2. That the ordinance to amend 
§ 13.18 of the general ordinances of 
the city of Madison, passed by the com- 
mon council and approved by the 
mayor on April 28, 1941, published 
on April 29, 1941, and offered for 
filing with this Commission on August 
20, 1941, as a part of the said utility’s 
schedules of rates and rules, is un- 
reasonable and unlawful. 
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ORDER 





It is therefore ordered: 

1. That the city of Madison as a 
public water utility be and hereby is 
directed to furnish water to appli- 
cants for service in the towns of Madi- 
son, Burke, Blooming Grove, and 
Westport, Dane county, in accordance 
with its schedule of rates on file with 
the Commission and with the rules and 
regulations hereinafter set forth. 

2. That the ordinance of April 28, 
1941, offered for filing as a part of 
such schedules of rates and rules be 
and is hereby disapproved, rejected, 
and not received for such filing. 
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ay 3. That the city of Madison as a 
public water utility adopt, file, publish, 
re- : 
of and observe the following rules and 
regulations governing the furnishing 
sie of water service in the towns of Mad- 
of ison, Blooming Grove, Burke, and 
bi Westport, Dane county: 
OW Applications for Service 
Water service in the towns of Madi- 
son, Blooming Grove, Burke, and 
Westport will be rendered only upon 
‘ application made in writing through a 
4 licensed plumber upon blanks to be 





furnished by the water department and 
accompanied by a permit fee of $2. 
Such applications shall be subject to 
approval by the superintendent of the 
water department to be given when 












MADISON WATER DEPT. 


the service applied for can be furnished 
without adversely affecting the service 
inside the city. Upon approval of the 
application the main will be tapped and 
service pipe not over 40 feet in length 
installed. Applications shall be deemed 
an agreement by applicants to all of 
the provisions of these rules except as 
changes therein from time to time may 
lawfully be made. 


Connection of Service 

The meter will be set and water 
turned on upon payment of: 

(a) An assessment for water mains 
other than those covered by Rule 5 
of the same amount as would be ap- 
plied within the city limits ; 

(b) The cost of the service pipe; 

(c) Six months’ water rent in ad- 
vance to be fixed upon estimate of the 
superintendent; and 

(d) The cost of the meter. 


Collection of Charges 
After the service is connected, 
charges will be billed semiannually in 
accordance with metered consumption 
and collected as provided by the rules 
of the utility on file with the Public 
Service Commission of Wisconsin. 
The advance payment of water rent 
will be retained by the utility until the 
property served may be annexed to 
the city or until the building supplied 
with water may be removed or de- 
stroyed. Upon the happening of either 
event the advance payment less any un- 

paid water bill will be refunded. 


Water Mains 
All water mains beyond the city 
limits shall be laid under the supervi- 
sion of the water department and gov- 
erned by its specifications. 


Privately Financed Mains 
(a) The entire cost of installation 
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of water mains of 6 inches or smaller 
size, other than transmission or feeder 
mains, shall be borne by property own- 
ers requesting the same. 

(b) Additional customers connect- 
ed to such privately financed mains 
shall pay a connection charge equal to 
the average investment of property 
owners or consumers (excluding the 
new customer) therein. Such charge 
will be refunded to all consumers and 
property owners, including the new 
customer, in accordance with the 
amount of their respective investments 
until that of each has been reduced to 
the amount of the assessment which he 
would have been required to pay if as- 
sessed pursuant to § 62.19, Statutes. 
No interest will be allowed on such 
investments. 

(c) When further extension of a 
privately financed main to serve a pro- 
spective customer is necessary, the es- 


timated cost thereof shall be paid jy 
advance by the customer to be served 
and adjustment of such payment to ac. 
tual cost when the same is determine) 
shall be made. The customer in adqi. 
tion to such cost shall pay, in accord. 
ance with paragraph (b) of this rub 
a connection charge equal to the aver. 
age investment in the existing mains 
to be refunded as provided. 

(d) In the event that the property 
supplied by such privately financed 
mains is annexed to the city of Madi- 
son, such mains located upon property 
so annexed shall become the property 
of the city of Madison without further 
compensation to owners thereof ex- 
cept to the extent that refunds may be 
made in accordance with this rule. 

(e) Privately financed mains which 
have been constructed since April 1, 
1937, shall also be governed by this 
rule. 
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Re Village of Waterloo 


[CA-1851.] 


Municipal plants, § 10 — Functions of Commission — Improvident construction. 
1. A determination to construct additional municipal plant facilities which 
may be improvident rests primarily with the municipal authorities as man- 
agers of the utility, and as the Commission is not vested with powers of 
management it is not its function to interfere, but its function is merely 
to protect the consumers of electricity from any such improvidence of man- 
agement, p. 62. 


Expenses, § 132 — Municipal plants — Excessive costs — Generation instead of 
purchasing current. 

2. A certificate of authority for the construction of additional facilities by 
a municipal electric plant should contain a condition designed to prevent 
consideration of the excess in cost of the utility’s service, over the cost 
of service if furnished under a proposed contract with an electric com- 
pany, as justification for rates higher than otherwise might properly be 
prescribed, since any losses resulting from improvident construction must 
be borne by the general taxpayers rather than the ratepayers, p. 62. 
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RE VILLAGE OF WATERLOO 


Municipal plants, § 26 — Approval of construction — Reservation of authority 


— Outcome of bids. 


3. Authority to withhold approval of municipal plant construction should 
be reserved and a certificate of authority should not be effective until bids 
have been received and the contract cost of the project approved, in order 
to determine whether the cost of the project may be such as to impair the 
ability of the village to furnish adequate service at reasonable rates, p. 


62. 


[October 25, 1941.] 


PPLICATION for certificate of authority to construct addt- 
l i tional municipal plant facilities; granted subject to condt- 
tions. 


Certificate of Authority 


By the Commission: On July 23, 
1941, the village of Waterloo, Jeffer- 
son county, as an electric and heating 
public utility, filed application for a 
certificate of authority to make certain 
additions to its heating and electric 
plant. 


APPEARANCES: Village of Water- 
loo by M. W. Locke, village attorney, 
O. S. Loomis, special counsel. In op- 
position: Wisconsin Gas and Electric 
Company and Robert Lutschinger by 
F. H. Prosser, attorney, Milwaukee ; 
H. B. Nielson, individually and as op- 
erator of the Waterloo Creamery; B. 
F, Hales, and Interstate Malt Compa- 
ny; R. W. Fox, individually, and the 
Waterloo Canning Association; Mid- 
State Shoe Company by L. E. Hart, 
attorney, Madison; E. H. Virchow, 
Waterloo. Of the Commission staff: 
R. E. Purucker, engineering depart- 
ment. 


Opinion 


The village of Waterloo as an elec- 
tric and heating utility seeks authority 
for the construction and installation of 
an addition to its existing steam boiler 
and electric generating plant. 


The electric utility now obtains 
most of its electric energy by purchase 
from the Wisconsin Gas and Electric 
Company. The village has given no- 
tice of the termination of its contract 
with Wisconsin Gas and Electric Com- 
pany as of November 22, 1942, despite 
the company’s offer to supply energy 
at a reduced price. 

Thus it appears from the evidence 
that the management of the village 
electric utility has determined to gen- 
erate rather than to continue to pur- 
chase energy, even under the reduced 
price. 

The present generating facilities of 
the village consist principally of boilers 
and two steam electric generator sets, 
each having a rated capacity of 250 
kilowatts and operating noncondens- 
ing; all housed in a single story build- 
ing. This equipment is in operation 
chiefly only during the heating season, 
during which exhaust steam from the 
generators is used to meet the demand 
upon the heating utility. The genera- 
tors are used chiefly to reduce the 
amount of current which must be pur- 
chased during peak load periods. Un- 
less some energy is purchased the gen- 
erating facilities are inadequate to 
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meet the existing demands upon the 
electric utility and insure continuous 
and satisfactory service. 

Accordingly the village proposes to 
make additions consisting principally 
of items with and estimated cost as 
follows: 


1. Enlargement of the existing build- 
ing chiefly by adding another story 

2. Installation of a 20,000 pound per 
hour 250 pound pressure steam unit, 
including boiler, furnace, feed water 
pumps, stokers, steel stack, fans, and 
controls 

. Installation of one 750 kilowatt 
bleeder type 250 pound pressure 
steam electric turbo generator set 
complete with necessary associated 
equipment including a 200 foot well 
to supply condensing water 


with 


$5,000 


Together the engineering, 


legal, and other necessary and inciden- 
tal expenses, the estimate of the total 
cost of the additional plant as above 
outlined, as furnished by the village’s 


engineers is $104,000. 

Under the statute pursuant to which 
this proceeding is before us, our main 
considerations are whether the pro- 
posed investment, thus estimated at 
$104,000 will (a) substantially im- 
pair the efficiency of the service of the 
village of Waterloo as a heating or 
electric utility; (b) provide facilities 
unreasonably in excess of probable fu- 
ture requirements; or (c) will, when 
placed in service, add to the cost of 
service without proportionately in- 
creasing the value or available quan- 
tity thereof. 

No serious question is presented 
with reference to the first two of these 
determinations. The proposed addi- 
tions will neither impair the efficiency 
of the utility service nor provide facil- 
ities unreasonably in excess of prob- 
able future requirements. 

In fact, if the demand upon the 
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Waterloo electric utility increases jp 
accordance with estimates presented 
in evidence, additional equipment yi] 
have to be provided in 1947, or earlier 
if the village should persist in its pres- 
ent intention to generate all its elec. 
tric energy requirements. 

[1-3] The only question which re- 
mains, therefore, is whether the addi- 
tional facilities as proposed will add 
to the cost of service without propor- 
tionately increasing the value or avail- 
able quantity thereof. 

Under the evidence the installation 
of such proposed facilities will certain- 
ly not increase the quantity of service 
available to the public served by the 
utility. The present facilities avail- 
able for supplying energy, including 
purchased power, are entirely suff- 
cient to meet any demand that the Wa- 
terloo utility may make upon them. 

Further, we are satisfied from the 
evidence that it will cost the electric 
utility more to generate all its energy 
requirements than if it continued to 
purchase the major portion of those 
requirements under the new contract 
offered by the Wisconsin Gas and Elec- 
tric Company. 

It may be that the cost of the heat- 
ing service furnished by the village 
will not be increased, although we do 
not make any finding herein in that 
respect. Certainly the installation of 
no additional equipment is needed for 
the heating utility. The proposed in- 
stallation could not therefore be ap- 
proved upon the basis of the heating 
utility’s requirements; nor could any 
such requirements of the heating util- 
ity, if they existed, furnish any justifi- 
cation for increasing the cost of serv- 
ice of the electric utility. 

While the estimates ‘submitted by 
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RE VILLAGE OF WATERLOO 


the applicant and by those appearing 
in opposition are not in agreement for 
the various items involved, we have 
concluded, upon a careful considera- 
tion and analysis of all the evidence 
before us, that the annual operating 
expense of the electric and heating 
utilities, which will probably be in- 
curred if the proposed plant is in- 
stalled, will be approximately $29,000 
while the annual expense of the utility 
for purchased energy and operation of 
the existing plant would not exceed 
$39,000. The difference of $10,000, 
or possibly less, is not sufficient to cov- 
er proper charges for depreciation, 
taxes, and an allowable return on the 
investment. 

Accordingly it appears reasonably 
certain to us that the installation of 
the proposed additions to the Water- 
loo electric utility’s plant will increase 
the cost to that utility of the service 
which it furnishes to the public with- 
out resulting in a proportionate in- 
crease in the value or available quan- 
tity of such service. 

Despite this increase in cost the vil- 
lage authorities have nevertheless de- 
termined to go forward with the proj- 
ect. That is a determination which 
rests primarily with them as managers 
of the utility. We are not vested with 
the powers of management and it is 
not our function to interfere there- 
with. It is our function, rather, mere- 
ly to protect the consumers of elec- 
tricity from any such improvidence of 
management. Wisconsin Hydro Elec- 
tric Co. v. Public Service Commission 
(1940) 234 Wis 627, 643, 34 PUR 
(NS) 510, 291 NW 784. Any losses 
resulting therefrom must be borne by 
the general taxpayers rather than the 
ratepayers. 


Ratepayers are required to pay rea- 
sonable rates, but what they thus pay 
for is service and not some equity or 
interest in the plant that is used to 
serve them. And certainly the rate- 
payers of the Waterloo electric utility, 
some of whom are not residents of the 
village, cannot properly be required to 
pay excessive rates in order to enable 
the village to pay for its utility plant. 

We are therefore attaching the con- 
dition prescribed by § 196.49(4), 
Statutes, to the certificate of authority 
hereby issued, which is designed to 
prevent consideration of the excess in 
cost of the utility’s service, over what 
such cost of service would be under 
the proposed contract with the Wis- 
consin Gas and Electric Company as 
justification for rates higher than 
otherwise might properly be pre- 
scribed. 

In view of the fact that the plans 
and specifications for the proposed ad- 
dition are indefinite and the village has 
not as yet invited or received any bids 
upon the project, the certificate herein 
issued should not be effective until 
such bids have been received and the 
contract cost of the project approved. 
We are aware of the present trend in 
prices of labor and material, and that 
as a result thereof estimates of cost, no 
matter how carefully or honestly 
made, may prove unreliable. We will, 
therefore, reserve the authority to 
withhold such approval if the cost of 
the project, as indicated by actual bids 
which the village is willing to accept, 
should be such, in our opinion, as to 
impair the ability of the village to fur- 
nish adequate electric utility service at 
reasonable rates. 
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Findings 

The Commission finds: 

1. That construction and installa- 
tion of the additions to the electric 
utility plant of the village of Water- 
loo, as proposed in the application 
herein, at a cost of $104,000, or such 
sum in excess thereof as the Commis- 
sion may find to be reasonable and 
proper, is required by public conven- 
ience and necessity. 

2. That at such cost the construc- 
tion and installation of said additions 
will not impair the efficiency of the 
service of said village of Waterloo, 
as an electric utility, nor provide facil- 
ities unreasonably in excess of prob- 
able future requirements. 

3. That the construction and in- 
stallation of said facilities will result 
in an increase of the cost to said vil- 
lage of the electric utility service which 
it furnishes to the public over and 
above the cost of such service if fur- 
nished under a proposed contract for 
the furnishing by Wisconsin Gas and 
Electric Company of certain electric 
energy requirements of said village, 
without at the same time increasing 
the value or available quantity of the 
service of said village of Waterloo as 
a heating and electric public utility. 


Certificate 


It is therefore certified: 

That the village of Waterloo, as an 
electric utility, is authorized to con- 
struct and install facilities and equip- 
ment constituting an addition to the 
existing power plant of said village, 
as proposed and set forth in the appli- 
cation herein, at an estimated cost of 
$104,000, and which additions con- 
sist principally of a boiler, well, 750 
kilowatt bleeder type turbine and their 
41 PUR(NS) 


associated equipment, and of addi. 
tions to the existing power plant 
building, subject to the following cop. } 
ditions: 

(1) That this certificate shall not: 
be effective for any purpose until bids 
for the construction and installation 
of such additions, together with a} 
statement by the village of Waterloo 
that it desires to accept certain of such 
bids, shall be submitted to this Com. 
mission within three months of the 
date of this order and until this Com- 
mission has issued its approval of the 
total amount of such bids as consti- | 
tuting a reasonable cost for addition 
to the facilities of said utility; 

(2) That the certificate hereby is- 
sued shall be null and void if within 
six months from the issue of approv- 
al of bids as above provided, the con- 
struction and installation of such addi- 
tions is not commenced by said village 
of Waterloo, unless such time for 
commencement of such work be ex- 
tended for good cause shown; 

(3) That the certificate hereby is- 
sued is granted upon the express con- 
dition that by its acceptance and the 
exercise of the authority conferred 
thereby, the village of Waterloo as 
such electric utility shall in any fu- 
ture consideration of rates be deemed 
to have waived consideration by the 
Commission of any cost of service 
greater than that which would reason- 
ably be incurred had the village of Wa- 
terloo continued to purchase energy in 
the manner and at the price specified 
in the proposed contract offered by 
the Wisconsin Gas and Electric Com- 
pany set forth as Exhibit 12 in evi- 
dence in this proceeding. 


Nixon, Commissioner, concurs in 
the findings and order herein. 
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URING the past ten years several 
hundred systems, or portions of 
ystems, have been re-created on the 
festinghouse A-C Network Calculat- 
ng Board for study and analysis. 
his is probably one of the most im- 
ortant contributions made to the 
entral station industry for eliminat- 
ng guesswork from system planning. 
ower companies each year save many 
housands of dollars by using the 
alculator for proper application and 
o-ordination of equipment. 
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Industrial Progress 


Selected information about manufacturers, new prod- 
ucts, and new methods. Also news on utility expansion 
programs, personnel changes, recent and coming events. 


Equipment Notes 
Egry Handipak 


Complete, accurate initial records are more 
essential in business than ever before. Old 
methods are rapidly being displaced by modern 
systems that provide a greater margin of safe- 
ty to the record itself, greater convenience and 
speed in writing the record, and increased 
safeguards’ against mistakes, carelessness, 
forgetfulness and temptation. 

The Egry Handipak, one of today’s most 
popular manifolding registers, replaces many 
former types of loose leaf, or easily misplaced 
bound records. A product of the Egry 
Register Co., Dayton, Ohio, the Handipak is 
extremely light in weight, yet sturdy enough 
to resist constant hard use. It goes where 
business goes, makes multiple copy records 
on the spot—out on delivery trucks, in the 
warehouse, showroom—wherever the transac- 
tion is completed. 

The Egry Handipak is made in models to 
accommodate all popular sizes of forms. It 
is instantly ready for use and all forms in the 
set are held in perfect alignment at all times. 
A compartment with spring hinge opening is 
provided for temporary filing of audit copies. 


Strength Ratings Now Marked on 
10-Inch Suspension Insulators 


To aid linemen, storekeepers and others 
who handle insulators in identifying various 
units, the Ohio Brass Company, Mansfield, 
Ohio, is now marking the M & E strength on 
the cap of every 10-inch suspension insulator 
it manufactures. These insulators have cer- 
tain distinguishing features and vary widely 
in mechanical, electrical and thermal char- 
acteristics, but they are difficult to tell apart, 
the company states, because they all have a 
similarity in outside appearance. In addition 
to saving time in identifying insulators, the 
manufacturer claims that the new marking 
system will minimize the possibility of getting 
improperly rated insulators on a line, will en- 
able users to check performance against rat- 


ings after the insulators have served for a 
number of years, and will help in salvaging 
insulators for re-use should a transmission 
line be moved or altered. The markings are 
the cataloged M & E strength ratings and 
represent the minimum strengths of the 9,000, 
11,000, 15,000, 25,000 and 36,000-Ib. suspension 
insulators on which they are used. The fig. 
ures are formed in the caps during the casting 
process and therefore are a permanent part of 
the insulators. 


Power Interchange Transformer 


The merit of applying transformer capacity 
on the basis of maximum allowable copper 
temperature is demonstrated by a Westing- 
house 12,000-kva transformer used on the 
interconnection between the 66-kv system of 
the Wisconsin Power and Light Company, 
and the 13.2-kv system of the Madison Gas 
and Electric Company. The transformer pro- 
vides an interconnection capacity of 200 per 
cent of rating when required under emergency 
conditions for periods up to two hours. In 
applying the scheme of operation by copper 
temperature, the rating of this transformer 
was reduced to half its short time carrying 
capacity thereby materially reducing the neces- 
sary investment. 

Operation by copper temperature was 
further improved by an all-electric relay suit- 
able for remote control. It has no mechanical 
coupling and no handwheels to operate. It 
can be electrically reset and lends itself to co- 
Ordination with other relaying. Lower in cost 
than the previous relay, it extends downward 
the range of transformer sizes in which opera- 
tion by copper temperature is economical. 


Four-Pound Radio Telephone 
Receiver and Transmitter 


A completely self-contained radio telephone 
combination transmitter and receiver weigh- 
ing only four pounds, and not much larger 
than the handset of a “French” telephone, has 
been announced by the Communications 
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Rechargeable Spotlight 


25,000 Beam C.P. 
2,500 Ft. Beam 
12 A.H.—4 Volt 
Weight 6 Ibs. 


1,000 Hours 
Battery Life 


KOEHLER MANUFACTURING 60. Martboro, Mass. 
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Writing MISTAKE INSURANCE! 


Mistakes! Who doesn’t make them? 


But at American Coach & Body they seldom or never get beyond the 
drafting room. 


For before the first frame member is cut, or a single sheet sheared, 
our Engineering Department has built the body on paper, checked 
and rechecked to the smallest detail. 


The plant works intimately with the Engineering Department, with 
the result that all American bodies take form exactly as planned and 
fully meet specifications. 


Write for literature. 


THE AMERICAN COACH & BODY CO. 


Woodland Ave. at E. 93rd St., Cleveland, Ohio 


* AMERICAN * 


Public Utilities Equipment for Motor Vehicles 
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Equipment Notes (Cont'd) 

Division of Weltronic Corporation, E. Outer 
Drive, Detroit. The unit is being made avail- 
able to public utilities, railroads and other 
transportation agencies, governmental agen- 
cies, fire and police departments, etc. 

According to the manufacturer, it is the 
most compact and light-weight complete 
transmitting and receiving outfit ever 
produced. 

The built-in battery power supply for the 
new Weltronic “Trans-Ceiver” under con- 
tinuous operation has a rating of about 8 
hours, which is equivalent to approximately 
a week to a month’s operation under “normal!” 
intermittent service. 

With a range of upwards of a mile over 
land, the units are provided with off and on 
switches and finger operated selector to 
change from transmitting to receiving and 
vice-versa, while talking through the unit. 

Also provided on the units are a volume 
control and a detachable adjustable short fish- 
pole type of aerial. 

Although the Weltronic “Tran-Ceivers” are 
designed for operation ona single wave length, 
thus requiring no tuning in service, their fre- 
quency range is adjustable from 112 to 300 
Megacycles through a simple externally ac- 
cessible screw adjustment. 


Immersed Motor-Pump Unit for 
Power Transformer 


An immersed motor-pump unit for power 
transformers, recently announced by the Gen- 
eral Electric Company, eliminates the compli- 
cated and inefficient packing-gland arrange- 
ment used in conventional pump units to pre- 
vent the interchange of oil and air around the 
rotating shaft. This new unit will be used 
extensively to circulate power-transformer 
cooling and insulating liquid between the tank 
and the cooler. 

An open-type motor is directly connected to 
a pump, and both are immersed in the pipe 
line connecting the transformer and cooler. 
The liquid to be pumped flows through the 
rotor windings of the motor and through the 
bearings of both pump and motor, thereby 
cooling and lubricating the motor-pump unit 
as well as cooling the transformer. The unit 
is built to operate in any position. 

Motor leads are brought out of the housing 
through liquid-tight glass bushings. A stand- 
ard conduit fitting bolted to the bushings pro- 
vides ready connection to the power line. The 
unit is available in capacities ranging from 
50 to 500 gallons per minute at 20 to 60 feet 
head. 





DICKE TOOL CO.. Ine. 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 











Revere Electric Announces 
New Floodlight 


Revere Electric Mfg. Company of Chicago 
has recently announced the origination of 
new type of floodlight to answer the need for 
defense and protective lighting. The unit js 
designed to produce a light-beam pancake in 
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Designed for Defense and Protective Lighting 


shape, throwing the light across fences sur- 
rounding ordnance plants as well as areas 
adjacent to industrial properties, yards, docks, 
oil refineries, etc. 

It is of rugged construction for multiple or 


series circuit use, employing a 180° fresnel 
lens made of heat-resisting glass. The cast 
iron housing is dust-tight and weatherproof. 
The focusing mechanism is externally oper- 
ated. The glare produced is of such intensity 
as to blind any intruder approaching the 
lighted area, while a guard inside the fence 
can see every move without being detected. 

According to the manufacturer, several of 
the major shell loading plants are already 
using this floodlight after tests have proved 
its uniqueness in answering a vital lighting 
problem. 

Further particulars may be had by ad- 
dressing the manufacturer at 2949 N. Paulina 
St., Chicago. 


Ashcroft Power Control Valve 


The Ashcroft power control valve for high 
pressure installation from 1800 to 2500 Ibs. is 
announced by the Consolidated Safety Valve 
Division of Manning, Maxwell & Moore, Inc., 
Bridgeport, Conn. 

This new power control valve is an automatic 
relief valve that may be set for a 1 per cent or 
less difference between opening and closing 
pressure; which effects a large saving over the 
4 per cent required for the spring loaded safety 
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150,000 HP Francis Turbine 


for Grand Coulee Project 
(SHOP HYDROSTATIC TEST—230 LB. PER SQ. IN.) 


HYDRAULIC TURBINES 
FRANCIS AND HIGH SPEED 
RUNNERS 
BUTTERFLY VALVES 
POWER OPERATED RACK RAKES 
GATES AND GATE HOISTS 
ELECTRICALLY WELDED RACKS 





Newport News Shipbuilding and Dry Dock Company 
(Hydraulic Turbine Division) 


Newport News, Virginia 






This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 


38 INDUSTRIAL PROGRESS—( Continued) 


Equipment Notes (Con’td) 


valves, The immediate results are more ac- 
curately balanced boiler operation at_ peak 
loads and more uniform line pressure. In ad- 
dition, its use reduces spring-loaded safety 
valve maintenance expense. 

The regular spring-loaded safety valves 
rarely pop in service when an Ashcroft Power 


Valve for High Pressure Installation 


Control Valve is used. The Power Control 
Valve is set to open at a slightly lower pres- 
sure than any of the safety valves, making 
it possible to continue a more even rate of 
steaming with a more uniform line pressure. 

The Ashcroft Power Control Valve is not 
intended to replace the spring-loaded safety 
valve, but it is a supplementary operat- 
ing valve, designed to conserve power and in- 
crease the efficiency of the steam generating 
plant. 


New High-Power Birdseye 
Floodlighting Concentrator 


A new-type concentrating floodlite bulb de- 
signed for high bay lighting in industrial 
plants, auditoriums and stores with high ceil- 
ings especially, has been developed in the 
Birdseye Division of Wabash Appliance Cor- 
poration, Brooklyn, N. Y. The new Birds- 


eye bulb is said to deliver a concentrated flood 
of light that cuts through distance, haze and 
smoke to provide brilliant illumination even 
in foundries and factories where high ceil. 
ings and traveling cranes or other obstruc. 
tions make impractical the installation of 
lights closer to the work plane. 

The new bulb is designed especially to force 
down to the work plane level the full light 
that the filament develops. The filament is 
mounted at the exact focal point of the hum 
shaped parabola of the bulb, so that light 
rays are forced straight out of the bulb with. 
out waste. The inside of the bulb is lined 
with pure polished silver to form a permarient- 
ly brilliant reflector that cannot dimmed 
by dirt, fumes, or smoke. 
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Aluminum Co. to Build $15,000,000 Plant 


Work has been started on a $15,000,000 
aluminum plant to be built for the Defense 
Plant Corp. by the Aluminum Co. of America, 
The plant will have an output of 128,000,000 
pounds of aluminum and use 130,000,000 kilo- 
watts of power annually, according to H. T. 
Cory, supervising engineer of the Defense 
Plant Corp. 


Kotal Co. Acquires Business 
of Asphalt Treatment Corp. 


Announcement has been made that the re- 
cently organized Kotal Company, headed by 
Howard B. Bishop of Summit, New Jersey, 
has acquired the business heretofore con- 
ducted by the Asphalt Treatment Corporation 
at 140 Cedar Street, New York City. 

The company, which is moving into new 
offices at 52 Vanderbilt Avenue, New York, 
on January 1st, manufactures a waterproofing 
agent for use on aggregates employed in 
asphalt highway construction and maintenance, 


Frigidaire Appointments 


Two major sales executive changes have 
been announced by E. G. Biechler, general 
manager, Frigidaire Division, General Motors 
Corporation. 

. A. Copp, vice-president of General 
Motors Sales Corporation will devote his en- 
tire time to directing Frigidaire’s extensive 
Defense activities and P. M. Bratten, head of 
Frigidaire’s Appliance Division, has been ap- 
— general sales manager of the com- 

ined Appliance, Commercial and Air Con- 
ditioning Divisions, assuming Mr. Copp’s 
former responsibilities. H. F. Lehman con- 
tinues as sales manager of the Commercial 
and Air Conditioning Division. 


Cochrane Corp. Adds Lundrigan 


Ralph J. Lundrigan has joined the Cochrane 
Corporation, Philadelphia, to supervise the 
merchandising of the new Cochrane-Becker 
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..and America's 


Utilities are ready! 


. ready for any emergency . .. ready to step 
in and supply necessary power to the vastly 
expanded war-time industries. It is remarkable 
that our industries are meeting these astonishing 
power demands without hesitation or delay. 
They are accomplishing this by increasing their 
generating capacity and installing large banks 
of transformers. 

Pennsylvania, too, is working at an unprece- 
dented pace to supply these necessary trans- 
formers, so vital to the transmission and dis- 
tribution of electric power. 
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A typical 20,000 KVA installation of PENNSYLVANIA TRANSFORMERS 
supplying power to large textile mills and other defense industries. 





TRANSFORMER COMPANY 


808 RIDGE AVENUE, N. S., PITTSBURGH, PA 
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Manufacturers’ Notes (Cont'd) 


high-pressure condensate return system. 

As production manager for a combination 
of New York, Ohio, and Michigan food man- 
ufacturers, Mr. Lundrigan became keenly in- 
terested in steam process operations. With the 
past six years devoted to the sale and develop- 
ment of installation technique best-suited to the 
Cochrane-Becker system, the practical prob- 
lems which it is designed to solve are no strang- 
ers to him, 


Allis-Chalmers Launches 
Big Safety Drive 


Safety became a word with a new meaning 
at Allis-Chalmers, when 14,000 copies of its 
new illustrated safety manual were distributed 
to as many employees at the West Allis plant. 

The safety booklet is a preliminary step 
in a recently intensified Allis-Chalmers safety 
program, in step with a similar program advo- 
cated throughout industry as vital to the na- 
tion’s defense production efforts. 

Based on safety tips uncovered in a long- 
term survey of industrial accidents, the book- 
let is offered to shop employees as a safety 
guide. According to figures compiled by the 
company, more than half of the accidents 
which occurred in 1940 were due to careless- 
ness, taking chances and the failure to use 
safety equipment. 


G-E Appointment 


Elliott Harrington, for the past year sales 
manager of the General Electric air con- 
ditioning and commercial refrigeration de- 
partment at Bloomfield, N. J., has been named 
manager of sales of the Schenectady induction 
motor section of the G-E motor division, ac- 
cording to an announcement by C. F. Pittman, 
manager of the motor division of the com- 
pany’s industrial department. 

Mr. Harrington has been connected with 
G-E air conditioning and automatic heating 
activities from their inception about 10 years 
ago. 


John H. Ashbaugh Promoted 


Appointment of John H. Ashbaugh as man- 
ager of manufacturing and engineering of the 
Westinghouse merchandising division is an- 
nounced by B. W. Clark, vice president. 

Mr. Ashbaugh has been acting manager of 
the two departments since January, 1941. He 
directs the manufacturing and engineering ac- 
tivities of the two W estinghouse merchandis- 
ing division plants, in Mansfield, Ohio and 
Springfield, Mass. 





70 MASTER-LIGHTS 
® Electric Portable Hand Lights. 
© Repair Car Spot and Searchlights. 
© Emergency (Battery) Floodlights. 
CARPENTER MFG. CO. 


179 Sidney St., Cambridge, Mass. 
MASTER-LIGHT MAKERS 











A.S.H.V.E. Will Meet in Philadelphia 

The week of January 26, 1942, will mark 
the occasion of the 48th Annual Meeting of the 
American Society of Heating and Ventilating 
Engineers, the 7th International Heating and 
Ventilating Exposition, and the 28th national] 
convention of the National Warm Air Heating 
and Air Conditioning Association. The meet- 
ings are scheduled to be held in Philadelphia, 

“Among the subjects selected by the Meetings 
Committee for discussion are: studies of panel 
heating and cooling, operating results of forced 
hot water heating systems, friction heads of 
screwed and welded elbows, jet-action of air 
streams, comfort with summer air condition- 
ing, chimney performance studies, radiator 
rating tests, sanitary ventilation, heat losses 
from basement walls and floors. Other ro 
resulting from the Society’s Research Labo- 
ratory investigations and those of cooperating 
institutions will also be given. 
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Catalogs and Bulletins 
Bulletin Describes Dustfoe Respirator 


The new and improved M. S. A. Single 
Filter Dustfoe Respirator is completely de- 
scribed in a bulletin recently issued by Mine 
Safety Appliances Company. 

Summarizing the features and advantages 
of the new M. S. A. Single Filter Dusttoe 
Respirator, the bulletin points out that the 
Dustfoe is particularly suited to concerns 
having programs of regular cleaning and 
maintenance of respirators. It can be com- 
pletely disassembled without tools in a few 
seconds; every part is interchangeable, and, 
except for the filters, can be washed and 
sterilized. The inexpensive single throw- 
away filters permit a fresh, new filter with 
each cleaning. 

Copies of this new bulletin, No. CM-5, may 
be secured from the manufacturer, Braddock, 
Thomas and Meade Sts., P ittsburgh. 


Describes Fluorescent Lighting in 
Stores and Office Buildings 


A new 30-page booklet, “Facts, Questions 
and Answers on Fluorescent Lighting in 
Stores, Offices and Public Buildings” has been 
announced by the Westinghouse lamp division. 

It has been prepared for non-technical read- 
ers and answers popular questions in regard to 
cost, efficiency and maintenance of fluorescent 
lighting office buildings, and retail stores. The 
following subjects are covered: 

Facts on Fluorescent Lighting—(1) The 
Fluorescent Lamp, (2) The Ballast and Start- 
er, (3) Selecting Fixtures, (4) Notes on Ap- 
plications, (5) A Cost Comparison Table. 

Questions and Answers—(1) The Lamp, 
(2) Stores, (3) Offices, (4) Public Buildings. 

Copies of this booklet (A-4023) may be ob- 
tained from the advertising department, West- 
inghouse lamp division, Bloomfield, N. J., for 
7¢ (to cover mailing and production costs). 
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NATIONAL DEFENSE NEEDS MORE 
THAN “ELBOW GREASE!” 


industrial lubrication, as exempli- 
fied by the role of Cities Service, 
plays a vital part 


Lifeblood of the factory line is the precious 
oil that keeps the wheels of industry turning 

. . Spinning ever faster and faster as tanks, 
ships, planes and trucks spring from blue- 
prints into cold steel. 


In many phases of national defense, Cities 
Service’s industrial oils have been called 


upon to help deliver maximum efficiency of 
operation. 


We are honored by our selection, feeling 
that it indicates more plainly than words 
that we are qualified to meet the lubrication 
problems of industry. The vast experience 
of our Lubrication Engineers is available 
for consultation without cost. All you have 
to do is get in touch with us at any of the 
offices listed below. 


CITIES SERVICE OIL COMPANIES 


CITIES SERVICE OIL COMPANY —Chicago, New York, Cedar Repids, 
Boston, St. Paul, Grand Forks, Kansas City, Fort Worth, Oklahoma City, Milwaukee, 


Cleveland, Detroit. 


CITIES SERVICE OIL COMPANY, LTD.—Toronto, Ontario. 


ARKANSAS FUEL OIL COMPANY-—Shreveport, Little Rock, Jacksoa, 
Miss., Birmingham, Atlanta, Charlotte, N. C., Nashville, Richmond, Miami. 
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“Clevelands” special Trailers 
at Low Cost. Machines load 
to 15 minutes. 
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five truck-speed transportation 
and unload on Trailers in 10 


Dig Anywhere 


Anytime Rr 


YOUR 
. =6COSTS 


Go 
ND 


Every day, more Py 
Utilities are realizing t 
“Clevelands” are setting 
new high in Ditching P 
formance. 


They like the compactness ; 
mobility of “Clevelands”—th 
modern, dependable constructi 
which. eliminates dead weig 
and increases effectiveness. 


They respect their speed and t 
way “Clevelands” have co 
through for them on difficult jo 
for “Clevelands” have definite 
saved them money on their dit 


ing. 


You, too, can “go to town” 
“Clevelands.” Let us tell you h 
and why. There is no obligati 


THE CLEVELAND 
TRENCHER COMP! 


"*Ploneer of the Small Trencher" 
20100 St. Clair Avenue 
Cleveland, Ohio 
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WaTER METERS 
Minimize WATER RATES 
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PUMPAGE PUMPAGE 








USAGE LEAKAGE 
Seenee USAGE seanacs 








AMOUNT PAID FOR AMOUNT PAID FOR 














Result: HIGH WATER RATES Result: FAIR WATER RATES 














Water Meters, by giving you the figures on the 
amount of water consumed as opposed to the 
amount of water pumped, may reveal a disturbing 
amount of leakage in your mains. Only by the 
accurate figures which meters will provide can 
you keep that leakage under control and save 
yourself unnecessary pumpage and treatment 
costs on millions of gallons. 


Although the usage of water is shown the same in both 

rencher" P. S. diagrams (above) for the sake of simplicity, in actual 
practice water consumption would be less, with water 

yenue meters, because less water would be wasted by consumers. 


3 NEPTUNE METER COMPANY - 50 West SOth Street - NEW YORK CITY 
Branch Olfices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE, DENVER, DALLAS, 


KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 
Neptune Meters, Lid., 345 Sorauren Avenue, Toronto, Canada. 
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BAYER SOOT CLEANERS 


APPLIED TO 


MODERN PUBLIC UTILITY BOILER 
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PULV. COAL FIRED 
950°F. STEAM TEMPERATURE 


THE BAYER COMPANY 


605,000 LBS./HR BOILER 


1350 LBS. PRESSURE 


ST. LOUIS, MISSOURI 
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rucks, too, must 
serve longer! 
au siti 


you need the extra depend- 
ability of quality-built 
Dodge Job-Rated Trucks 


* 
Now .. More Power, too! 


IN DODGE 
1% -TON 


HORSEPOWER “— 


12 a 
Horsepower ¥ SPECIAL 


Caillat wecause oF 


CHRYSLER CORPORATION 
ENGINEERING 


depend on 





B DODGE Jt hited TRUCKS 


@ These are days when extra quality, 
extra dependability and extra power 
are needed! Dodge gives you all three 
in super-powered Job-Rated trucks. 
They’re built to deliver extra thousands 
of miles of efficient, low cost operation. 
They’re Job-Rated—from engine to 
rear axle—“‘sized’’ right in every fea- 
ture to do the job, and to stay on the 
job. See your Dodge dealer—today. 
. J a 
DODGE PRODUCTS FOR NATIONAL DEFENSE: 
Command Reconnaissance Cars « Field Radio Cars « Troop 
and Cargo Motor Transports « Weapon Carriers « Army 


Carry-Alls » Ambulances « Duralumin Forgings for Bomber 
Fuselages « Parts and Assemblies for Anti-Aircraft Cannons 


Prices and specifications subject to change without notice 








% to 3-Ton Gas, and Heavy-Duty Diesel 
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Stand-by and peak-load service and, in addition, one-boiler- 
per-turbine operation places requirements beyond the ordi- 
nary upon steam boilers. Such are the conditions being met 
__ by two B&W Radiant Boilers of 900,000 Ib. per hour capac- 
~ ity each in Oswego Steam Station, the new and outstanding 














































ing sutface and proportioning of the furnace for maximum 
absorption of radiant heat and minimum slagging. 


“yk Y \ station of the Niagara-Hudson Power System. 
bea b The station is designed to provide maximum flexibility 
; A, \ Sey operation — to carry maximum load during low flow 
ee at the system's hydroplants, minimum load of 4000 kw per 
i MN —=>.turbine on stand-by, and rapidly varying load between 
ax K 4 these extremes. 
‘ i, \ The reliability of the boilers in this service is well estab- 
Oh \ lished base loads are handled efficiently, and sudden and 
ae 3 Vi ‘=, abnormal steam demands are met satisfactorily. 
2 NS A. feature that contributes prominently to the successful 
<T K performance of the boilers is the arrangement of the heat- 





Forty-four other Radiant Boilers are in service or on order. 
\ 


. \ 
THE\ BABCOCK & WILCOX COMPANY 
85 Liberty Street New York, N. Y. 


G-216T 
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B&W Radiant Boiler as installed at Oswego. 
Capacity 900,000 Ib. steam per hr. at 1250 psi and 900 F. 
Se 








ABCOCK & WILCOX 
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JUST OUT! 


NEVER BEFORE SO MUCH PRACTICAL 
HELP FOR ELECTRICAL ENGINEERS 


IN A SINGLE VOLUME... 


Here is the great standard reference work of all in the 
electrical engineering profession or whose work in in- 
dustry or engineering touches on this field. Its 2303 
pages present a handy-reference compilation of prac- 
tical, usable data from all fields of electrical engineer- 
ing practice, plus the most frequently required funda- 
mental theory, units, and systems of measurement, made 
dependable by the work of more than 100 engineers, 
scientists, teachers, and other authorities. 


_—— HANDBOOK 
or 
ELECTRICAL ENGINEERS 


Prepared by a Staff of 102 Specialists 


ARCHER E. KNOWLTON, Editor-in-Chief 
Associate Editor for Engineering, Electrical World 


7th edition, 2303 pp., 6x9, 1700 illus., 600 tables, $8.00 


Now greatly improved in size and make-up as well as 
subject matter—revised from end to end—with new 
material, whole new sections added—more contributors 
—the Standard continues as the one indispensable 
reference tool of the electrical engineering profession. 


DESIGNED TO USERS’ SPECIFICATIONS 


Previous to revision, a large number of users of past 
editions were consulted as to what they would like the 
new edition to be. As a result of their suggestions, this 
new edition contains such improvements as more em- 
phasis on handy-reference compilation of usable facts, 
less historical material, and more data about equip- 
ment, materials, and practices, more sources of in- 
dustry standards, codes and specifications, and ex- 
panded index, as well 
as complete revision of 
subject matter to keep 
abreast of current prac- 
tice. 


OK 


RI ONG 
EERS 


26 BIG SECTIONS 


W Units and Conversion Factors 

me Electric and Magnetic Circuits 

ae, Measurements 
Properties of Materials 
Circuit Elements 
Transformers, Regulators and Reactors 
Alternating-current Generators and Motors 
Direct-current Generators and Motors 
Rectifiers and Converters 
Prime Movers 
Power Plant Econom 
Power System Electrical Equipment 
Power Transmission 
Power Distribution 

Design — Commercial and 

= Buildings 

r Iiumination 
industrial Power Applications 
Electric Heating and Welding 
Electricity in Transportation 
Electrochemistry and Electrometallurgy 
eoneertos 


Industrial 


Telephony and Tepecasty 
Electronics and Electron Tubes 
Radio and Carrier Communication 
Codes and Standard Practices 
Electrophysics 





WHAT THE NEW STANDARD GIVES YOU 

—definitions, conversion factors, physical and math- 
ematical principles 

—accepted formulas and experimental data 

—bases of design of electrical equipment for com- 
mercial performance 

—principles and practice of assembling such ap- 
paratus into systems 

—criteria and results in applying electricity in va- 
rious industries, etc. 

—the information you want in the form you can use 
it; the means of avoiding errors, saving time 
and trouble in procuring vital information, as- 
suring yourself of best results in handling a wide M/'re 
variety of problems. 





USE THIS CONVENIENT ORDER COUPON 


PUBLIC UTILITIES FORTNIGHTLY, Munsey Bldg., Washington, D. C. 


Please send me a copy of the new 7th edition of Standard Handbook for 
Spore Engineers postpaid. 


0 cash 


1 enclose $8.00 in [] check [] money order 











BOILERS, PIPING and 
other equipment insu- 
lated with J-M 85% Mag- 
nesia are fully protected 
against excessive heat 












4 ‘ THE NSULAT \ON 
| N y QUR PLAN! J-M Insulation-Engineering 


Service. J-M Engineers offer 

1 you specialized experience 
and training that enable 

them to trace down costly 

heat losses that might other- 

wise go unnoticed. From the 

complete line of J-M Insu- 

LMOST any insulation will save you _ lations, they can recommend the exact 
some money on fuel. But to get fuel amount of the right material that as- 
psts down to rock bottom ...and to sures maximum returns on your insulat- 





p them there . . . it takes the one ing investment. 
brrect insulating material, applied in the For full information on this helpful free 
ve most economical thickness. service and data on all J-M Industrial 
Toassure every saving possible within- Insulations, write for Catalog IN-55A. 
lation, leading power plants rely onthe Johns-Manville, 22 E. 40th St., N.Y.C. 


| Jul Johns-Manville INDUSTRIAL INSULATIONS 


FOR EVERY TEMPERATURE...FOR EVERY SERVICE... 


Superex...85% Magnesia... JM-20 Brick... . Sil-O-Cel C-22 Brick... Sil-O-Cel Natural Brick... 
J-M No. 500 Cement... Sil-O-Cel C-3 Concrete ...Marinite 
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ON TIME... running on schedule! 


That’s the report for Transportation! By 
land, by water, by air, Transportation is 
ready. Ready to speed Defense on its way. 
Ready with more speed! 


Transportation is a part of everything 
America produces. It is part of every gun 
and plane and tank and battleship. Trans- 
portation is movement. Keep it fluid and 
Defense snceds on. Freeze it and everything 
stops. 


: Transportation is the lifeblood of American 

Production. Steel rails are the backbone. 
And the rails are ready. $1014 billion in- 
vested since 1920 . . . locomotives with 
43% more pulling power ... bigger freight 
cars with six times the mileage between re- 
pairs ... more adequate yards and terminals 
. -. heavier tracks . . . better signals .. . 
more efficient traffic management, which 
last year saved loading space equal to 30 
thousand carloads. 


Today freight moves two-thirds faster. 


And since 1920 two new Transportation 
plants have sprung into being. Freight rolls 
on rubber over $21 billion worth of high- 
ways criss-crossing the continent. Ready for 
Defense are 600 thousand commercial 
trucks and a reservoir of 4 million more 
owned by farmers and various businesses. 


“O. T.” ror DEFENSE! 





And freight takes wings! Passengers, mail, 
and freight-by-air link every state and all 
the Americas. 


Since 1920 America invested $80 billion in 
Transportation facilities. In highways, 
trucks, airlines, ships, waterways, railways. 
That’s almost twice the total invested in the 
preceding 100 years. What did we get for 
the money? A transportation plant which in 
extent, Capacity, variety, and flexibility has 
never been approached here or elsewhere in 
the world. 


The American Defense Program is the most 
gigantic effort any people, any nation, have 
ever undertaken. Transportation reports for 
Defense, On Time! 


As Transportation comes to the fore in 
news and politics, writers and speakers on 
public affairs will need the guidance of such 
surveys as ‘“Transportation Reports For De- 
fense,”’ September issue, Nation’s Business. 
You are free to quote from this article. 
Write for a reprint. 


* 
This message is published by 


NATION’S BUSINESS 


It is the 57th of a series contributed toward a better un- 
derstanding of the American system of free enterprise. 


January 1, 19 












s\ 
/ 


= 
ve" 


PSX 
4 





HOOSIER ENGINEERING CO 


CHICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORK 
Canadian Hoosier > en i Company, Lid. 
on 


ERECTORS OF TRANSMISSION LINES 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 














THE AMERIGAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA 


PACKARD BUILDING 








DESIGN Ki ord, Bacon & Davis, One. RATE CASES 


CONSTRUCTION Enai APPRAISALS 
OPERATING COSTS ngineets INTANGIBLES 
VALUATIONS 4ND REPORTS 


NEW YORK PHILADELPHIA WASHINGTON OLEVELAND OHIOCAGO 








J. H. MANNING & COMPANY 


120 Broadway Field Building 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 

Public Utility Affairs including Integration 











SANDERSON & PORTER 
ENGINEERS AND CONTRACTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 
With Management Problems, Financing, Reorganization. 
New York San 


Chicago 
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PROFESSIONAL DIRECTORY (continued) 





Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervisiow 
Chicago 








STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * EXAMINATIONS ¢ APPRAISALS 
CONSULTING ENGINEERING 


BOSTON ¢ NEW YORK © CHICAGO ¢ PITTSBURGH ¢ SAN FRANCISCO e LOS ANGELES 








THE J. G. WHITE ENGINEERING CORPORATION 


ENGINEERS AND CONSTRUCTORS 


Steam Power, Hydroelectric and Industrial Plants 
Examinations, Reports and Appraisals 


NEW YORK NEW ORLEANS 








BARKER & WHEELER, ENGINEERS EARL L. CARTER 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports end 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


47066 BROADWAY KANSAS CITY, MO. 


ROBERT E. FOLEY 


Erecting Engineer 


Telephone Lines—Rural Lines—Fire Alarms— 
Transmission Lines 


48 Griswold St. Binghamton, N. Y. 














H. T. CANFIELD 
ENGINEERING ASSOCIATES 


E ic and Busi Reports 
Investigations, Valuations, Cost Studies, Rates 
Regulatory Problems and Proceedings 


61 BROADWAY NEW YORK 











FrANcIs S. HABERLY 
ENGINEER 


Appraisals—Original Cost Accounting— 
Rates—Depreciation—Trends 


122 Soutn Micnican Avenue, CHIcaco 
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JACKSON & MORELAND SLOAN & COOK | 


seshecielnmunr vised CONSULTING ENGINEERS 
PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 120 SOUTH LA SALLE STREET 
DESIGN AND SUPERVISION VALUATIONS CHICAGO 


ECONOMIC AND OPERATING REPORTS : 
Appraisals—Original Cost Studies 


BOSTON NEW YORK Depreciation, Financial, and Other Investigations 











JENSEN, BOWEN & FARRELL J. W. WOPAT 


Engineers Consulting Engineer 
Ann Arbor Michigan Construction Supervision 
: een Appraisals—Financial 
Appraisals - Investigations - Reporte Rate Investigations 
in connection with : 
rate inquiries, depreciation, fixed capital 1510 Lincoln Bank Tower Fort Wayne, Indiana 


reclassification, original cost, security issues. 




















Representation in this Professional Directory may be obtained at very 
reasonable rates. Kindly address inquiries to: 


ADVERTISING DEPARTMENT 


Public Utilities Fortnightly 
Munsey Building Washington, D. C. 














SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 


For Manufactured, 


Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport, Conn. 

















(Manufacturers Service Agreement) 
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DOING THINGS OVER 
SLOWS THINGS UP 


Check over any accounting routine and you'll find 





two facts: (A) much of it is a repetitive process— 






just copying the same things over—(B) that re- 






copying not only breeds human errors but uses 






valuable work-hours to no good end; actually 






retards the very thing you’re trying to do, namely, 






get totals and reports that guide management! 








a 





Figures are no good unless they’re fresh and 














accurate. Ditto one-writing methods get fresh, 
accurate answers! Ditto one-writing methods are 
the natural response of business to the too-complex, 
repetitive systems in vogue. They are a revelation 
to executives who are charged with responsibility 


for payroll, statements, rate schedules and report- 





ing routines —they are a route to speed, accuracy 
and personal effectiveness. GELATIN AND LIQUID MACHINES 


Because Ditto leads, Ditto offers 


Send coupon for fascinating booklets, ‘““The New most advanced types of both 
f . = ; i gelatin and liquid duplicators. 
Trend in Accounting,” and “Copies, Their Place 


in Business” —a profitable move for any executive! D i | | QO 










DITTO, Inc. 
649 S. Oakley Blvd., Chicago 
Gentlemen: Without obligation please send me: 
( ) Data on Ditto Utilities Methods 
( ) Arrange a Ditto demonstration for me 










FREE! 


uit 


BE PREPARED! {ete 
Be informed! Send for ‘| OM 
studies, forms and manual 7 
of methods in actual use, 









proving Ditto’s speed and CHAN as 6 os Fons ns Senanucaccsiens saememoetattaaksaanaeseaneeee 

economy!...Ditto,Inc., 649 

i oe Bivd., Chicago, AMMO Go's ie cds tases ce ciredeacusseten ates sbeschetenbeteaeeets 
Greece ckainsskeocnxveds Fs SEAR ETE EEE TC Stalls ss ivecs 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for sone | 
ence. Their products and services cover a wide range of utility needs 
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American Appraisal Company, The 
American Coach & Body Co., The 


B 


Babcock & Wilcox Co. 
Barber Gas Burner Company, The ... 
Barker & Wheeler, Engineers 

Bayer Company, The 
Black & Veatch, Consulting Engineers 
*Brown, L. L., Paper Co. 
Burroughs Adding Machine Co. ........................--...--. 13 











Cc 


Canfield, H. T., Engineering Associates se 
Carpenter Manufacturing Company ....................... 40 
Carter, Earl L., Consulting Engineer ain oe 
Cities Service Petroleum Products .... 41 
Cleveland Trencher Company, The .... 42 
Combustion Engineering Company, Inc. 17 
Connelly Iron Sponge & Governor Co. ......... ay 
Crescent Iiisulated Wire & Cable Co., Ine. .......... 25 
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Davey Tree Expert Company . ie 
Day & Zimmermann, Inc., ebitnowrs 
Dicke Tool Company, Inc. 
Ditto, Incorporated 
Dodge Division of Chrysler Corp. ........................---- 45 
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Egry Register Company, 

Ehret Magnesia Manufacturing Co. 
Electric Storage Battery Company, 
Elliett Company 

*Ethyl Gasoline Corporation 
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Foley, Robert E., Erecting Engineer 
Ford, Bacon & Davis, Inc., Engineers 


G 
General Electric Company 


*Graver Tank & Mfg. Co., I 
Grinnell Company, Inc. 





H 
Haberly, Francis S., Engineer 
Hoosier Engineering Company 
I 


International Harvester Company, Ine. ................ 31 
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Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers .. 
Johns-Manville Corporation 
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Kerite Insulated Wire &Cable Co., Inc., ' 
Kinnear Manufacturing Company, The .... 
Koehler Manufacturing Company 


M 
Manning, J. H. & Company, Engineers .. 
*Marmon-Herrington Co., Ine. ...... 
Merco Nordstrom Valve C pany 
Mercoid Corporation, The 
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Neptune Meter Company 
Newport News Shipbuilding & Dry Dock Com- 
pany 3 
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Parsons Paper Company 
Pennsylvania Transformer Company .... 
Pittsburgh Equitable Meter Company .. 
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Railway & Industrial Engineering Company ... 15 
Recording & Statistical Corp. ....Inside Back Cover 
Remington Rand, Inc. 
Ridge Tool Company, The 
Riley Stoker Corporation 
Robertshaw Thermostat Company 
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Sanderson & Porter, Engineers 
Sangamo Electric Company 
Sargent & Lundy, Engineers 

Silex Company, The 

Sloan & Cook, Consulting Engineers ... 

Sprague Meter Company, The 0 
Stone & Webster Engineering Corporation ....... 3 
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*Timken-Detroit Axle Co., The 

Vv 
Vulcan Soot Blower Corp. 

w 


Westinghouse Electric & Mfg. Co. ................0-- 
White, J. G., Engineering Corporation, “The. 
Wiegand, Edwin L., Company 

Wopat, J. W., Consulting Engineer 

52-54 


























SAVE 50% 
IN TIME AND MONEY WITH 











reenact 


THE ONE-STEP METHOD 





= IL L A i ALYS Is 











HAT effect is the national defense program having on your bill dis- 

tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 
The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 


Utilities Division 
102 Maiden Lane, New York, N. Y. 
Chicago Detroit Montreal Toronto 
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“When I'm a Grown-up Lady... 


“ll have a beautiful house...” 
Indeed you will, Susan. A wonderful house. We don’t know exactly 
what it will be like. But it will be far nicer than this one, because al 
houses will be better in ever so many ways. And there will be many 
things in your house that aren’t even invented yet. 
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“I'll have a big, shiny automobile... 
Or an airplane. Or even something like a magic ‘carpet—who knows? 
Our radios and telephones and refrigerators all seemed like magic when 
we first heard of them. 


“I'll have lots and lots of money...” 
Money? Money isn’t everything, Susan. But every nickel, every dollar 
will buy more than it does today. Go on. 


“And—and—and I'll always be happy, like you!” 


APPIER, we hope, Susan. For your _ other products cost less and will make them 
visions are coming true. The tide more plentiful in years to come. 
we grown-ups call progress is moving in 
that direction; even wars can’t stop it. 


Your visions are coming true because 89 
That world you dream of is being made Many _people in so many organizations 
right now-—in the laboratories, where like General Electric are inspired by the 
scientists aré discovering things that will | hope—by the  belief—that the world off 
make people happier—in the factories, | tomorrow will be better than the worl 
where. the «very speed and efficiency — of today. And they are working to maket 
developed for armament-building will make © so. General Electric Co.,. Schenectady, N.Y. 


American industry has accepted the responsibility of serving America, is accepting the 
responsibility of helping to defend America, will accept, tomorrow, the 
responsibility of helping to build a better America arid a better svorld. 


‘GENERAL @@ ELECTRIC 


962-243B1-211 





